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NATIONAL AFFAIRS, POLICY 


INDUSTRIAL STRUCTURE, INVESTMENT ANALYZED 
Beijing JINGJI YANJIU [ECONOMIC RESEARCH] in Chinese No 9, 9 Sep 86 pp 68-72 
[Article by Xu Li [1776 4539]: “Approaches to Industrial Reorganization"] 


[Text] In recent years, as the economy surged ahead and reform went under way 
across the board, people in all quarters have been paying closer and closer 
attention to industrial structure and industrial policies. This article 
examines the industrial structure from different angles, combining the 
movements of the total volume with microeconomic mechanisms. 


I. Industrial Policy And Macroeconamic Fluctuations 


Many comrades have noticed the investment fluctuations and economic 
fluctuations in the 30 years after the founding of the People's Republic. 
Since there is a pattern to these peaks and valleys, we can call them 
investment-industrial cycles. If we look at the growth rate of fixed assets 
investments, there were six cycles between 1950 and 1981: 1950-55 (peaking in 
1953); 1956-61 (1958); 1962-67 (1964); 1968-72 (1969); 1973-76 (1975); and 
1977-81 (1978). The average duration of a cycle was about 5 years. Turning 
to the growth rate of the gross value of industrial output, there were also 
Six cycles between 1950 and 1981: 1950-55 (peaking in 1953); 1956-61 (1958); 
1962-67 (1965); 1968-74 (1969); 1975-76 (1975); and 1976-81 (1977). Apart 
from 1968-76 during which a long cycle (7 years) was immediately followed by a 
short one (2 years,) an industrial cycle lasted 5 to 6 years. These two kinds 
of cycles were synchronized with each other; only one valley and two peaks did 
not coincide. The investment cycle got ahead of the industrial cycle twice 
and fell behind once. (Footnote 1) (Source: "China Statistical Annual Report 
1984," People Publishing House, 1984. Also see Yang Mu [2799 3092], "Factors 
Influencing the Rate of Industrial Development," in ZHONGGUO QINGNIAN JINGJI 
LUNTAN, Vol 5, 1985, and Liu Shucheng [0491 2885 2052], "A Preliminary Study 
of the Cyclicality of Fixed Assets Investments in China," in JINGJI YANJIU, 
Vol 2, 1986.) Linear regression analysis shows that there is a high degree of 
correlation between the investment growth rate in any one year and the growth 
rate of output value in the same year as well as the growth rate of industrial 
output value after it fell behind 6 years. The above analysis affirms the 
existence of investment-industrial cycles in China's economy. 








Interestingly, these cyclical fluctuations are not unique to China but can be 
found in Eastern Europe as well. It is no longer sufficient to explain this 
phenomenon simply by citing such subjective factors as errors in guiding 
principles. Instead, we should search for its roots in economic mechanisms 
and economic systems. Eastern and Western commentators have offered a 
multitude of analyses and interpretations. In "The Economics of Shortage," 
Hungarian economist Kornai argues that the investment-industrial cycle is 
mainly caused by managerial and structural reasons. A hunger for investments 
devoid of internal restraint, he suggests, inevitably causes inflation, which, 
once it exceeds socioeconomic tolerance limits, invites a harsh clamp-down. 
These cyclical investments fluctuations, in turn, send shock waves throughout 
the economy, which are amplified by sharp swings in guiding principles and 
shifts in management. Kornai's description and analysis seem logical to me on 
the whole, but he over-stresses social processes and ignores intrinsic 
economic reasons, eg., the multiplier between investment and nation income; 
the accelerator effect is also one of the basic reasons for economic 
fluctuations. 


There are at least three ways in which one can explore the impact of total 
volume fluctuations on industrial policy and industrial structure. 


1. The existence of the investment-industz.al cycle reduces the transparency 
of the economic system and exacerbates the difficulty of policy evaluation. 
Economic growth is often affected by two types of factors, that is, factors 
that generate long-term growth and those that result in cyclical fluctuations. 
The former refers to those factors that influence supply, eg., the resource 
Situation, level of technology, economic system, etc. The iatter refers to 
certain demand factors, primarily changes in investment demand. If growth is 
primarily driven by the former, this suggests that the economic system is 
fueled by a long-term driving force, and we should vigorously nurture this 
kind of growth. If economic growth is caused by the latter, it means that 
fluctuations threaten and we should check the growth rate. Since the two 
kinds of factors are intertwined in the real world, we face the danger of 
misjudgment. Here lies part of the reason for the debate earlier on 
concerning growth. (Footnote 2) (See Yang Mu, "Factors...") 


2. Cyclical fluctuations interfere with long-range policy-making amd are one 
of the causes of policy instability. The function of industrial policy is 
long-range. But before it can make its influence felt, there must be policy 
stability. Yet the impact of periodic total imbalances is necessarily 
stronger than structural issues so that whenever an imbalance occurs, the 
attention of policy makers and management organizations is unavoidably shifted 
onto the short-term. Thus concern for the long-term is interrupted and the 
solution of structural conflicts delayed. 


3. Cyciical fluctuations distort the industrial structure and influence the 
way we evaluate it. When we are riding the crest of an investment peak, the 
buoyant demand for investment goods is bound to pull the industrial structure 
in the direction of heavy and chemical industries, exerting a force which will 
be felt throughout the economy. If the investment peak lasts several years, 
the industrial structure will become lopsided because of the bias in favor of 
heavy and chemical industries. Of course it takes a certain period time for 











the industrial structure to adapt to the demand for investment, but in reality 
this transition is not as long as people imagine. Indeed the industrial 
structure evolves pragmatically. For instance, after an investment peak 
lasting 3 years, the industrial structure in 1985 looked very different from 
that in 1983. Within the heavy and chemical industries, the proportionate 
shares of the manufacturing, raw materials, and extracting industries in 1981 
were sharply at variance with those in 1978. By 1985, however, the 
proportions had reverted to the pattern in 1978. Conversely, when investments 
are down, the rapid drop in investments has a depressing effect on the 
economy. Hardest hit is heavy industry, which has the worst overcapacity 
problems, whereas light industry may be sustained by consumer demnd. Since 
investments have long-term consequences, the industrial structure during any 
one cycle is also subject to the influence of the earlier round of 
investments. The result is an interlocking pattern of chain relations between 
cycles and industrial structure. From the perspective of cycles, it seems 
that heavy industrial structure is compatible with the peaks, while light 
industrial structure is compatible with the valleys. Experience shows that 
apart from managerial reasons, the ifficulty of structural adjustment at an 
investment or industrial peak may likely have a lot to do with the fact that 
the industrial structure is particularly rigid at that time. In this sense, 
it is unrealistic to propose that we work out structural conflicts when the 
total volume is unbalanced. (Footnote 3) (See Research Group on Rural 
Development in China, "The New Growth Stage of the National Economy ard Rural 
Development," in JINGJI YANJIU, Vol 7, 1985.) 


Changes in the Structure of the Heavy and Chemical Industries 


(Output Value of Heavy Industry: 100 percent) 
Year Manufacturing Industry Raw Materials Industry Extracting Industry 


1978 52.4 35.5 12.1 
1981 44.2 40.6 15,2 
1985 53.0 35.5 11.5 


Source: Chen Jiagi [7115 1367 7496], "We Should Also Take Note of the 
‘Inverted Pyramid,'" in SHLJIE JINGJI DAOBAO, 14 April 1986. 


II. Industrial Structure and Investment Policy 


The use of investment policy to effectively adjust the industrial structure is 
common to the industrial policies of all nations. At a time when new systems 
are replacing the old, whether an investment policy can effectively expedite 
reorganization of che industrial structure mainly depends on how the 
government allocates investments and how it seeks to influence the direction 
of enterprise investments in a decentralized situation. 


In the traditional planning system, government investments take center stage. 
Althoug): reform has wrought significant changes in the accumulation structure, 
it has not rendered government investments negligible, so structural] 
investment choices made by the government still exercise a major influence on 
the investmerit structure. 











Even more directly, government investments are themselves controlled by 
planning and macroeconomic policies, while remaining relatively immune from 
market signals. In theory, therefore, if we have a set industrial policy and 
the amount of investment resources available for distribution is a known 
quantity, we can use technical tools to work out a detailed investment plan 
for each sector of the economy. This exercise is complex, but only 
technically but not in terms of economic analysis. This is because once the 
objective functions (industrial policy) are fixed, the input-output 
coefficient will be determined internally by the technical characteristics of 
the economic structure. The major economic constraint is the amount of 
investment resources available for allocation. In its entirely, planning 
resembles the solution of a large planning problem. But the real world is a 
far cry from this. Many people have observed that in distributing 
investments, the government is conditioned by powerful non-economic social 
processes. Kornai has put forward these explanations (or assumptions): 1) 
Investments in general are allocated in accordance with the various sectors' 
past ratios. 2) Investment ratios are adjusted in accordance with a sector's 
relative shortage signals. 3) The infiuence exerted by all parties on the 
investment allocator decides the extent to which shortage signals are 
recognized. Comrade Shi Zhengfu (0670 2973 1381] makes two amendments to 
these views: 1) Investment allocation decision-making cakes place at two 
levels, critical decision-making at the top level and executive decision- 
making at the planning department level. Kornai's assumptions apply only to 
the latter. 2) The interpretation of shortage signals is influenced by such 
elements as display modes and the inherent principal part of social cost of 
shortages. As a result, there is a tendency on the part of planning 
departments to underestimate the shortages in certain sectors and postpone 
investvents in them. (Footnote 4) (See Shi Zhengfu, "Investment Allocation and 
Industrial Structure," in JINGJI YANJIU, Vol 3, 1986.) 


The above interpretation generally accords with the facts and adequately 
explains govermment's investment allocation behavior. It has the following 
implications in terms of practical policies: 1) Long-term defects in the 
industrial structure must be first tackled at the higher level through 
strategic policy-making. It is primarily the government's responsibility to 
put an end to the backwardness in the basic sectors by increasing their share 
of government investments. 2) To ensure that the policy of adjusting the 
investment structure is carried out, there should be a clear division of labor 
between the central government, local authorities, and enterprises when it 
comes to investment. Consideration should also be given to revising the 
methods of investment allocation. Instead of the annual planning conference, 
there should be contract conferences involving the major sectors, industries, 
and enterprises under the guidance of long- and medium-range planning. 
Economic contracts should be used to determine the capital supply plan in 
order to dampen inter-sector and inter-locality competition for investments 
and projects. 3) To carry out the policy of strengthening the basic sectors, 
government must stop overextending itself, reduce the number of investment 
areas, amd gradually phase out investments in general production enterprises. 
By withdrawing from some areas, we can concentrate on and do better in others. 


However, whether the government can make correct investment choices is closely 
related to investments by enterprisés themselves. Government investment 








retrenchment is premised on its ability to influence enterprise investment 
behavior, which is decentralized. Its failure to do so may lead to confusion 
in the investmert structure. 


Within the framework of a planned commodity economy (including the existing 
system,) enterprise investment decisions are influenced by these factors’ 1) 
economic factors. First, the project's expected returm rate. The highe” the 
return rate, the more attractive the project. Of course, the enterprise makes 
such a projection on the basis of existing prices. Then there is the 
redistribution system, including taxes and the retention of profits pro rata, 

which have an even more direct impact on enterprises. 2) Socio-psychological 
reasons, notably the farsightedness or otherwise of enterprise decision- 
making, which influences the investment choices of ai enterprise. Suppose we 
leave aside such subjective elements as the personal style of its leaders, the 
length of vision of an enterprise mainly depends on its scale of capital 
raising, the enterprise's organizational structure, and its modus operandi. 
If it is capable of raising ample amounts of capital, if its leadership 
includes people who represent long-term interests, and if it faces stiff 
competition, then it will be inclined to take a long-term view in decision- 
making and hence more apt to select long-range investments. 3) Conditions for 
entry and the mechanisms of withdrawal. Both influence an enterprise’s 
investment choices. To begin with, it must meet certain conditions before it 
breaks into an industry, including requirements about the level of technology; 
and economies of scale and varivuus other constraints in the economic systen, 
markec structure, policies, rules, and regul.tions. Sectors and industries 
vary tremendously in what they require of a new entrant. It is difficult to 
break into an industry that is technologically advanced, requires even a 
newcomer to operate on a large scale, is protected by trade barriers, and is 
hemmed in by policies, rules and regulations. An enterprise must be both 
willirg and able to overcome these hurdles. Second, investments are 
indirectly affected by withdrawal mechanisms, notably the methods in which 
enterprises control and transfer assets and the mechanisms whereby enterprises 
are eliminated. 


Empirical studies show that reform has markedly enhanced the influence of the 
profit motive in enterprise investments, whereas financial redistribution to a 
large extent has undermined and distorted profit motive. (Footnote 5) (See Ke 
Er Nei Ya Nuo Shi, "The Dual Dependency of State-Owned Enterprises," in JINGJ1 
YANJIU, Vol 10, 1985.) The pursuit of short-term profits and welfare takes 
precedence over anything else in enterprise decision-making these days, while 
the scale on which an enterprise operates and its status and organizational 
structure lead to widely divergent investment motivations. Concerning 
conditions for entry, technological requirements and scale of economies do not 
seem to be insurmountable hurdles. Witness such industries as metallurgy and 
electric power, which have admitted small, township, and town enterprises into 
their ranks, a situation probably related to the recent investments peak. 
More difficult to get around are restrictions in the existing management 
systems, policies, rules and regulations, and differences in the supply of 
capital, goods and materials. (Footnote 6) (See "Reform: The Challenge and 
Choice Before Us," by the joint research group at the China Economic 
Restructuring Research Institute, in JINGJI YANJIU, Vol 11, 1985.) 














The practical signifivance of the above discussion lies in the possibility 
that through a combination of the following policies, we can induce enterprise 
investment decision-making, hitherto decentralized, to shift in the 
macroeconomic direction and promote the rationalization of the industrial 
structure and industrial organization. 1) Change the relative profit rate 
through price reform, thereby providing a sound basis for investment choices. 
Regulate interest relations and influence the enterprise's investment 
direction by adjusting the tax system, tax rates, and the pro-rata retention 
of profits. In the tong run, intervention in the form of financial 
redistribution should be restricted in order to increase market transparency. 
2) Adjust the conditions for entry into the various sectors and industries in 
accordance with the industrial policy. The top priority at the moment is to 
make it easier to e ter key sectors and industries by applying Class 1 project 
regulation in the national economic evaluation system. Taking the long-term 
view, apart from technological and batch requirements, other barriers should 
be dismantled to create a highly competitive environment and stimlate the 
rationalization of industrial organizations. 3) Through the organization of a 
market, establish rules for market operation, entry, and withdrawal, and 
encourage the formation of withdrawal mechanisms through natural selection so 
that market mechanisms can play an even more active role in structural charge, 
increase the self-regulatory power of the structure and lessen the burden or 
the govermment. 4) Step up enterprises' capability to raise funds on their own 
through horizontal capital circulation and inter-enterprise linkages. Make 
enterprises more far-sighted in their decision-making and correct their 
present extremely myopic behavior by reforming their organizational setup so 
that large and medium-sized enterprises and holding companies become more 
interested in long-range investments. 


III. Industrial Structure And the Adjustment of Fixed Assets 


Another important approach in industrial policy is to fully exploit existing 
fixed assets and use the adjustment and reorganizatiun of assets to support 
structural adjustment. The adjustment of assets means the circulation and 
reorganization of assets. In terms of tangibles, it refers to such activities 
as the renovation and transformation of fixed assets, the transfer, 
relocation, dissolution, and merger of enterprises, and the reorganization of 
industries and sectors. In terms of value, it refers to the changes and 
reorganization of asset value and property rights, a process typically 
exemplified by the modern stock market. Our major interest here is to examine 
the adjustment process of assets in their tangible form. Under the 
traditional system, this adjustment process frequently takes the form of 
direct intervention--closure, suspension, merger, or conversion to another 
line of business, often at Class 1 enterprise level, so we were conditioned 
into equating industrial reorganization with asset adjustmert. In fact, cnly 
the circulation and reorganization of Class 1 assets (in singles or sets) 
forms the basis for asset adjustment and hence for industrial structural 
transformatimn. 


There are limits on asset mobility in any society. Since reorganization 
implies breaking out of the original setup, we must overcome structural 
inertia and frictions as well as an assortment of technical, economic, and 








institution restrictions. 


1) The technical characteristics of the production process and production 
structure constitute the technical constraints on asset circuletion. The 
technical production process determines the special use value and the special 
element combination of fixed assets. The extent to which production 
organizations are specialized is in inverse proportion to asset circulation, 
with the result that inter-industry asset circulation rarely occurs in the 
modern economy and that the scope of adjustment is essentially confined to 
within one sector or industry. Turning to the different sectors, the 
processing and manufacturing sector display greater adjustment elasticity then 
the basic, heavy industrial, and chemical sectors. 


2) The market structure constitutes the economic constraints on asset 
circulation. An effective competitive climate and a sophisticated market 
system are conducive to asset circulation, whereas monopoly (including 
regional barriers) impedes such circulation. At present China's commodity 
market is trying to switch over to a double-track system; whatever pull effect 
it may exercise is often interfered with and undercut by confusing price 
Signals. The market for essential elements is only in its infancy and cannot 
provide an appropriate framework and exchange for asset circulation. As for 
the sectors, some basic industries are highiy monopolized by the central 
government, while the processing and manufacturing industries are ridden with 
regional fragmentation to varying degrees. 


3) Constraints imposed by the management system, primarily enterprise 
ownership relations, administrative subordination relations, and the extent to 
which they are subject to planning. A prerequisite for asset circulation is 
independent property rights for enterprises. Under the existing system, 
enterprises in different ownership systems vary greatly in how much control 
they exercise over assets. In theory, the property rights of state-owned 
enterprises reside in the state; the enterprises only have the right to use 
the assets. This system deprives the bulk of the nation's assets of 
legitimate mobility (though there are many ways in reality to get around this 
lack of mobility). Here lies an important root cause of asset immobility. 


4) Restraints imposed by systems, rules, and regulations, mainly financial 
regulations related to the management system and other systems. By and large, 
existing systems correspond to the traditional system and protect the safety 
and stability of state-owned properties in the vein of direct government 


management of enterprises, thereby impeding asset circulation. 


In general, asset adjustment in China is tightly restricted and the ability of 
assets to circulate is far less than in countries with a market economy. 
Because of asset immobilization, the structure lacks the power to self- 
regulate. Only when structural defects accumulate to a certain point can 
external forces be introduced to correct them. It can be said that structural 
imbalance to a certain extent has *‘s source in asset immobilization, in the 
same way that investment explosion has its source in investment hunger; the 
root cause of macroeconomic maladies can all be found in microeconomic 
mechanisms. Furthermore, the frequent coexistence between total volume issues 
and structural problems is related to the coexistence and causality between 











investment hunger and asset immobilization. The economic system desperately 
absorbs resources, on the one hand, and keeps tying down assets, on the other. 
Because of mistakes in investment policy and changes in the demand structure, 
structural imbalances are unavoidable. And asset immobilization can only abet 
the expansion of total volume. Thus we can see that promoting asset 
circulation not only strikes at the root of structural problem, but als) does 
likewise for total volume issues. 


Enterprise reorganization entails even more extensive asset adjustment--break- 
up, reorganization, closure, conversion to another industry--at Class 1 
enterprise level. The key to enterprise reorganization seems to be mechanisms 
for enterprise withdrawal. Under the traditional system, enterprise 
adjustment is effected through government intervention. It has come to be 
accepted as right and proper for money-losing enterprises to receive long-term 
bailout. Under these circumstances, enterprise adjustment is the product of 
non-economic external forces. Acutely aware of the absurdity of this 
mechanism, people are demanding that the fate of enterprises be determined by 
the mechanisms of natural selection of a commodity economy and that industrial 
reorganization be driven by market forces: Only profitable enterprises should 
be allowed to exist while unprofitable ones must be eliminated through 
bankruptcy or merger. 


Apart from the selective use of direct intervention, today we should pay even 
Closer attention to making use of market mechanisms and removing institutional 
or structural impediments as means of promoting asset circulation and 
industrial reorganization. Policies and measures may be considered from the 
following perspectives: 

(1) Organize a trade and lease market for fixed assets, a forum where 
equipment can be transferred, sold, and leased. Large-scale technical reform 
necessarily leads to a substantial volume of trading in assets. As some 
sectors modernize, the equipment they discard will flow toward small, township 
and town enterprises. Rather than let this happen spontaneously, it would be 
better for the government to step in to organize and manage the transactions. 


(2) The key to curing asset immobilization (unfreezing assets) is to reform 
substantively the ownership system. One possible solution is the asset 
management responsibility system, accompanied by efforts to untangle such 
structural or institutional problems as the fusion between enterprises and 
government. (Footnote 7) (See Hua Sheng [5478 3932], et al., "Restructuring 
The Microeconomic Base," in JINGJI YANJIU, Vol 3, 1986.) There should also be 
corresponding moves to get rid of unsound rules and regulations. But before 
structural problems are solved, there should be some kind of makeshift 
arrangements to ensure a minimum level of asset circulation. Rules and 
regulations pertaining to bankruptcy, the mortgaging of property to pay oft 
debts, and enterprise merger should be drawn up soon to set proper ground 
rules for asset circulation and industrial reorganization. 


(3) Carry out industrial reorganization on the basis of industrial policy and 
industrial planning, guiding and encouraging the majority of enterprises and 
industries to opt for specialized cooperation and horizontal cooperation 
through voluntary merger, while making reorganization mandatory for certain 
industries or enterprises where there is an overcapacity or which have a 











bright future. Currently the equipment in many enterprises has become 
obsolete and a substantial portion of their assets must be modernized. Asset 
replacement and equipment modernization, plus the tendency toward accelerated 
depreciation, should tip the scale in favor of industrial reorganization. 


(4) Asset adjustment inevitably impinges on regional economic issues. We 
should make it a principle to remove local protectionist barriers and 
encourage inter-regional asset adjustment in accordance with specialization 
and the principle of comparative advantage. Enterprises which are perennial 
money-losers because they were put in the wrong place should be relocated 
through a bidding process, switch to another line of business, or be declared 
bankrupt. 
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NATIONAL AFFAIRS, POLICY 


RECENT INFLATION ANALYZED 
Beijing JINGJI KEXUE [ECONOMIC SCIENCE] in Chinese No 5, 20 Oct 86 pp 9-13 


[Article by Jie Liping [6042 0500 1627] and Xu Xinsan [6079 2450 0005]: "The 
Basic Cure for Inflation is Economic Reform") 


[Text] The Characteristics And Estimated Extent of Inflation in Recent Years 


Inflation occurs when the volume of currency issued exceeds what is actually 
required by commodity circulation. From the perspective of social 
reproduction, it is an economic phenomenon involving currency depreciation 
that occurs when the growth of the money supply exceeds the level required by 
the growth of total demand if the latter is to remain appropriate to the 
growth of total supply. The key to understanding inflation is the growth of 
the money supply in excess of demand, while the extent of currency stability 
indicates whether cr not the money supply has expanded beyond demand. 


To understand precisely what inflation is, we need to make two additional 
specific points as follows: 


First, inflation is an abnormality in currency circulation, reflecting the 
conflict in the national economy when total demand outstrips total supply. In 
the wake of economic growth, it is objectively unavoidable for the money 
supply to grow. But its growth rate must match that of total supply. If 
money supply expands faster than tle amount of commodities available, 
resulting in an imbalance between total supply and demand, we will find 
ourselves in the unusual situation of having to devaluate the currency. 


Second, when money supply grows in excess of demand, it leads to currency 
devaluation, which necessarily manifests itself in rising prices. But the 
magnitude and scope of price increases are related to the extent to whic’ 
market mechanisms are allowed to operate. In an economy where market 
mechanisms are allowed to regulate the production of only a portion of 
commodities, inflation caused by the growth of the money supply in excess of 
demand can manifest itself only in price increases affecting a portion of the 
commodities and in an abnormal excess of purchasing power. This is because 
some prices are determined by value and supply-demand relations, while others 


are set by the government. 
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Assuming the validity of the above interpretations, then China has been in the 
midst of inflation in the past few years. 


To coordinate with economic development and reform, the government in 1979 
cleared its debts accumulated over the past few years. Government spending 
soared and the result was a budget deficit that year and for the next 3 years. 
At a time when total supply could not expand significantly because of the 10- 
year turmoil and shortcomings in the management systen, deficit budgeting led 
to a sharp increase in the amount of currency issued and hence a serious 
imbalance between total supply and total demand. Because of the introduction 
of market mechanisms into China's economy in the course of reform and the 
expansion of the area where they were allowed to operate, the growth of the 
money supply in excess of demand fueled price increases for certain 
commodities, leading to inflation. Even as we went in for microeconomic 
invigoration as part of reform, we failed to bring about macroeconomic 
regulation at the same time, so things got of hand briefly and too mich money 
has been pumped into circulation since the autumn and winter of 1984. This 
excess of money floating around, aided by structural changes in the price 
system in 1985 which lifted price control on some agricultural byproducts, 
pushed up more and more prices by wider and wider margins, in the process 
making inflation worse. This round of inflation has the following three 
characteristics. 


First, it was only the externalization of a latent imbalance between total 
supply and total demand in the past. We used to preach production first, 
livelihood second, frequently sacrificed the latter for the former, and held 
down consumption funds to boost the accumulation rate. That way we managed to 
more or less balance total supply with total demand in value, but this kind if 
balance was purchased with an almost total price freeze, distorted economic 
information, and sluggish increases in public consumption level. We paid a 
price for it also in the form of a slow-growth, low-efficiency national 
economy. This kind of balance between total supply and total demand, which 
owed itself to depressed public consumption, camouflaged a real imbalance 
which we call latent imbalance. Once the government wants to straighten out 
economic relations, it must seek to restore public consumption to its proper 
level (undo the damage it has done to public consumption.) However, the 
functional inertia of the traditional economic system is such that even as 
consumption funds are allowed to go up, high accumulation has stubbornly 
failed to come down. As a result, the two components of total demand, 
consumption and accumulation, continue to increase at the same time. Now that 
past compulsory controls have been stripped away by the restructuring of the 
economic system, inevitably the latent imbalance was ex,_2sed. Thus 
confronting us sharply is this: Either we stick with an inflation-free, but 
Sluggish and inefficient national economy, or wrest it from the slow-growth, 
low-efficiency dead end and put it on a path of benign cycle, at the same time 
externalizing the latent imbalance, that is, allowing inflation to appear. 
The present round cf inflation was precisely the consequence of our decision 
to choose the latter, but it was a correct choice. 


Second, inflation has been accompanied by sustained economic expansion and 


remarkable increases in urban and rural savings. The restructuring of the 
economic system, undertaken in order to sort out economic relations, has 
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definitely injected a dose of vigor into the national economy, as well as 
externalizing the latent imbalance between total demand and total supply in 
the form of inflation. Production has climbed steadily in recent years, the 
commodity market has never been more active, and living standards have gone up 
year after year. All this has made consumers, conditioned for years to 
commodity shortages and low consumption, optimistic about the future economic 
prospects. They visit banks not to withdraw money to finance panic purchases, 
but to deposit money to finance future purchases. Meanwhile, consumer incomes 
have risen substantially in the past several years. Since price control 
precludes across-the-board price increases despite inflation, the money supply 
in excess of demand cannot completely be absorbed by higher prices. Instead, 
it is channelled into banks as personal deposits, which explains the sharp 
jumps in rural and urban savings year after year. It gave us precious time to 
gradualiy control and reduce inflation. But there is also a hidden danger: 
other things being equal, it will widen the gap between social purchasing 
power and total commodity supply more and more over time. And once this gap 
reaches a certain point, vicious inflation will ensue. Therefore we must make 
every effort to expand and improve total supply and step by step narrow the 
gap by withdrawing commodities from circulation. 


Third, commodity shortages go hand in hand with price hikes. The earlier 
phase of reform has broadened the function of market mechanisms even as 
planning control retains a major role. In the price system, deregulation for 
certain prices coexists with price control for others. Some prices even 
follow a “double-track system." That way a considerable portion of commodity 
prices, formerly pure tools of calculation, now reflect the supply-demand 
relations and can fluctuate. Hence the gap between total demand and total 
supply manifests itself in commodity shortages as well as higher prices for 
some products. In other words, there is an abnormal surplus of social 
purchasing power. Based on this particular feature of the latest round of 
inflation, we can devise an appropriate way to estimate inflation: Instead of 
merely using the price index to estimate the rate of inflation, we should 
balance the three variables, namely, consumer goods prices, the increase rate 
of the prices of means of production, and the abnormal surplus of social 
purchasing power. The following formula provides a starting point for further 
inquiry: 


[| = 


= annual inflation rate 

= increase in consumer price index for that year 

= increase in means of production price index for that year 
C = total sales of consumer goods for that year 

P = total sales of means of production for that year 


B = abnormal surplus of social purchasing power 


where 
“i 


II. How Much Inflation Can We Tolerate 


Inflation in China distinguishes itself with the simultaneous occurrence of 
soaring prices and the abnormal surplus of social purchasing power. 











Therefore, the extent of real inflation is more serious than that shown by 
price increases alone. We must examine at three levels the effects of this 
kind of inflation on China's economy and its limits of tolerance. 


At the first level is the consumer's ability to cope with it. This is a 
sensitive grassroots level where the coping ability is the hardest to 
estimate, sensitive because market prices and the commodity supply-demand 
situation are inseparably related to the daily lives of the masses; hardest to 
estimate because conditioned for years to an environment where prices were 
practically frozen and commodities in short supply were rationed, Chinese 
consumers are not fully prepared psychologically to deal with price increases. 
On the other hand, though, the second characteristic of the present round of 
inflation fortifies the consumer somewhat to cope with inflation. Since it 
difficult to measure the psychological coping ability, we are mainly concerned 
with their actual coping ability here, which must be examined in the context 
of living standards. The real living standard of consumers must not decline 
because of inflation, i.e., the inflation rate should be equal to or smaller 
than the growth rate of residents' earnings, otherwise, they will suffer a net 
drop in living standards. Should that happen, workers' production initiative 
will be weakened, social unrest may occur, and the normal functioning of the 
national economy will be disrupted. 


At the second level is an enterprise's ability to cope. At this level 
inflation both helps and hurts, Whether an enterprise can withstand inflation 
depends on external conditions as well as its own ability to digest and absorb 
rising costs internally. As a producer, an enterprise stands to reap a 
windfall from price increases and commodity shortages, which can act as an 
engine driving its growth. As a consumer, it has to cope with the 
difficulties created by price increases and shortages, including falling 
profits. In general, its dual characteristic neutralizes the minuses and 
pluses of inflation as far as the enterprise itself is concerned. Put it 
differently, it can pass on higher costs for raw materials onto other 
consumers by jacking up prices. But this kind of cost transfer is limited by 
external conditions. For example, if the government sets the price of the 
commodity in question and mandates its production, it will not be possible for 
the enterprise to pass on high raw material costs onto others through the sale 
of its products. Under these circumstances, how well an enterprise copes with 
inflation depends primarily on its internal ability to absorb rising costs. 
For an enterprise to survive, the inflation rate mst at least be lower than 
the return rate on capital minus the interest rate on capital. Otherwise, 
additional capital inputs will not generate increased profits and the 
enterprise may even have to operate a* a loss, which no individual, collective 
or state-owned enterprise can afford to do. From the perspective of 
enterprise competitiveness, the inflation rate must be smaller than or equal 
to the profit rate of the enterprise mimus the average social capital profit 
rate. 


At the third level is the government's ability to cope. Since the 

represents the general interests of consumers and enterprises, its limit of 
inflation tolerance is closely linked to that of individuals and enterprises, 
but let's leave aside this relationship and look at the government itself. 
How much inflation it can take is mainly a function of the influence of 
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inflation on China's international balance of payments. When domestic 
inflation reaches a poin* at which the prices of exports must go up, domestic 
demand will become more attractive and there will be a shortage of exports. 
Chinese products will be less competitive in the international market and our 
market share will shrink. As we export less, our foreign exchange earnings 
will decline and we may even wind up with a deficit, and since this kind of 
deficit tends to grow, it will cause the nation's gold reserves to fall as 
well. Should that come to pass, we will have reached the upper limit of the 
govermment's inflation tolerance. 


In the real economic world, the three levels above are intertwined and 
interact. Faced with inflation, consumers are bound to demand pay increases 
in cash. If incomes go up faster than the gains in productivity, the market 
will come under more pressure still, on the one hand, and enterprises wil! 
have to deal with rising production costs, on the other. When rising 
production costs and inflationary pressures exceed what enterprises can absorb 
internally, they will free themselves from the bondage of price control, 
either openly or covertly, and pass onto consumers the inflation-generated 
increases in raw material costs in the form of higher prices for their 
finished products, leading to a price spiral, worsening inflation, and a 
break-down in the nation plan. Consumers will be burdened with higher costs 
of living and there will be chaos in social economic life. When that happens, 
the development of the national economy will necessarily be adversely 
affected, the competitiveness of Chinese products in the world will suffer, 
the international balance of payments will deteriorate, and inflation will 
enter a vicious stage. At that point we must tighten the money supply, 
strictly control government spending, cut back on projects under construction, 
rein in consumption funds, freeze some prices, and take other drastic 
measures, Otherwise the national economy will find itself in a hopeless mess. 


The current round of inflation has not exceeded the nation's or people's 
tolerance threshold, so it will be inappropriate for the government to resort 
to extreme measures like those described above. Instead, it should only 
adjust economic policies in appropriate ways, such as by slowing down the 
economic growth rate, putting the squeeze on bank lending, curtailing 
government spending, holding the line on investments in fixed assets, judging 
each project on its own merits, and keeping consumption fund expansion to 
within the range of labor productivity growth. 


III. Why The Money Supply Grows in Excess of Demand 


Inflation is conceived and born in a certain socioeconomic environment. 
Social and economic systems differ from one another, so do the reasons that 
ultimately cause inflation. Defined by its social and economic systems, a 
capitalist nation can resort only to inflationary policies and follow 
Keynesianism to stave off an economic crisis and stimulate effective demand. 
Herein lies the fundamental cause for inflation in capitalist nations. China 
is a socialist country where the problem of insufficient effective demand does 
not exist; we do not need inflationary policies to spur domestic production. 
So one cannot in the final analysis attribute inflation in China to the 
adoption of inflationary policies. 
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In our opinion, behind the historical overly large scale of investments and 
the excessive growth of consumption funds recently, which led to a sustained 
explosion in total demand, must lie a basic reason for the continous 
expansion of the money supply in excess of demand. This is the conflict 
between the "demand impulse" innate to China's socialist economy, on the one 
hand, and insufficient control by the old econamic system (including the dual 
economic system which appears in the transitional stage between the old and 
the new,) on "demand impulse," on the other. It is this conflict which causes 
the money supply to expand in excess of demand, leading to inflation. 


The ultimate goal of China's social economic activities is to steadily 
increase production in order to satisfy the people's ever rising material 
Civilization needs. This requires the national economy to develop an ever 
growing production demand impulse and consumption demand impulse to stimulate 
continuous expansion in productive forces. This kind of demand impulse is 
hemmed in by the existing material basis of the socialist economy as well as 
scientific, technological, and resource conditions. China's level of 
productive forces is ratner low, its commodity economy is not developed 
enough, it still trails the world's advanced nations in science and 
technology, and it does not exactly abound with natural resources per capita. 
In developing its economy, therefore, China mst not overreach itself, which 
objectively means that it must develop macroeconomic self-control mechanisms 
to rein in its internal demand impulse. But the nation's existing economic 
system cannot fully control its demand impulse, as demonstrated tangibly by 
the following: 


1. Planning restraint losing teeth 


Ours is a planned commodity economy; economic growth mainly depends on 
planning regulation and planning control. Yet the national economic 
development plan is often subverted by what happens in the real world. The 
substantial increase in production above and beyond plan projections 
illustrates, on the one hand, that our economy in recent years has indeed been 
on the upswing and, on the other, that it is overheated. Then there are 
discrepancies between plan targets and the actual record, which only show that 
our planning is not scientific and lacks appropriate control over the way the 
national economy develops, evidence that planning control has no teeth. 


2. The interest-rate lever is not working 


Making full use of interest rates to guide and restrain fund mai:ipulations 
under socialism is a basic way to regulate the supply-demand relations of 
funds, speed up fund circulation, and improve the effectiveness of capital 
utilization. Under the old financial system, however, funds were provided 
gratis for years. While changes have occurred in the last few years, interest 
rates at the moment are too low, for one thing, and frozen, for another, so 
that they cannot reflect the supply and demand of funds or to dampen the 
irrational feverish demand for funds. In inflationary times, in particular, 
when we have negative interest rates because of inflation, interest rates are 
even more powerless to check the enterprises' hunger for credit. 
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3. The haphazardness of currency issue 


Our failure to determine in theory what constitutes an appropriate amount of 
currency to be issued each year has left us directionless in action. In 
recent years, both accumulation and consumption funds have exceeded the 
distribution of national income. As a result, we wound up with a budget 
deficit several years in a row and the treasury had to borrow from banks. In 
addition, bank lending got out of hand, forcing the goverment to print money 
to make up the shortfall, an ultra-economic move facilitated by the fact that 
under the old system, the process of issuing currency was not written into 
law. By pumping money into circulation in this haphazard and nonstatutory 
manner, we were actually forfeiting an extremely effective macroeconomic tool 
with regard to social demand. This is an important expression of the failure 
of the old economic system to effectively control the demand impulse. 


4. Loss of control over wages 


Under the old system, the incomes of enterprise workers are not linked to 
productivity and enterprise profits and are not vulnerable to cuts due to 
sluggish production or mismanagement. On the contrary, enterprises try to 
outdo one another in the distribution of wages, bonuses, and material goods, 
so much so that an unhealthy tendency has arisen toward indiscriminately 
dishing out bonuses and materials. Yet the government has no effective 
macroeconomic control over this kind of situation. 


Apart from failing to control demand impulse effectively, the old system also 
errs by exacerbating demand explosion and the growth of the money supply in 
excess of demand in these ways: 


First, for a long period of time industry and commerce have been divorced from 
each other, as have production and marketing. The purchase and marketing of 
many products have been monopolized by state-run goods and material bureaus 
and commerce agencies. Once the products of an enterprise are purchased by a 
commerce agency, its taxes and profits become government revenues and are 
turned over to the treasury. From the viewpoint of the social reproduction 
process, if the products purchased by state-run goods and material bureaus and 
commerce agencies are not endorsed by consumers, then their value will not be 
realized and the profits and taxes previously paid to the treasury will be 
like water without a source and become bogus revenues. This part of the 
revenues are later redistributed as investments in consumption funds, thus 
becoming part of total demand. Yet this is actually bogus demand that cannot 
be turned into total supply at existing price levels. Thus the old 
circulation and financial systems intensify the growth of the money supply in 
excess of demand. While these systems are less flawed in this respect 
nowadays, government revenues are still somewhat exaggerated. 


Second, since products under price control are underpriced, to be supplied 
with goods within the national plan is tantamount to obtaining a gift from the 
government, and to give up supply quotas is like depriving oneself of the 
benefit that flows from the differential between list price and market price. 
Therefore, enterprises and consumers alike are not going to give up whatever 
is within the national plan, be it means of production or means of 
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consumption, regardless of whether there is a need for them. Thus market 
mechanisms cannot be relied upon to develop normal supply-demand relations and 
accurate demand signals. Since planned prices tend to be on the low side, 
they generate a bogus demand for some products. This demand may stay strom 
for a long time, but it does not accurately reflect the real demand. 


Third, financial subsidy stimulates demand. We should not reject subsidy 
categorically, but the problem is what form it should take. When the 
govermment makes purchases at high prices and resells at low prices,the result 
is an extraordinary situation of prices bearing no relationship to one 
another, and it becomes difficult to figure out the commodity supply-demand 
situation. Producers are unable to organize production truly in accordance 
with market demand and consumers cannot exercise their right to choose. 
Consumption demand and production demand stimulated by an improper subsidy 
method are largely sham demand. 


Fourth, regarding the repayuient of bank loans by enterprises, China has 
consistently allowed enterprises to pay off their debts before paying taxes. 
On the face of it, this is » preferential measure to encourage enterprise 
development. In essence, how:ver, we are spoiling the enterprises. Because 
enterprises can pay off loans before they pay taxes, the interest on loans 
spent by enterprises in fact consists mostly of financial subsidies from the 
government. Thus enterprises do not care if interest rates are high or low 
and think nothing of the pressure to repay. Clearly this only whets their 
appetite for more investments. 


Fifth, under the old economic system, investments might go up endlessly, the 
scale of production might keep expanding, but the final results—output—have 
not been increasing at a commensurate rate. Inputs yield poor results. For 
instance, according to data for an economic study on China by the World Bank 
in 1985, in China fixed assets per worker was 40 percent higher than countries 
with low incomes but output is only 17 percent more. In the manufacturing 
industry, fixed assets per Chinese worker exceed that in low-income nations by 
400 percent, but the net output is larger by just 50 percent. Energy and 
steel consumption and volume of goods transported per unit of national income 
are also higher in China than in low-income nations. In thus restraining the 
growth of total supply, the old system in effect drives up total demand. 


Based on the above analysis, we believe that if we do not reform the existing 
economic system and root out its maladies, we will not be able to check the 
tendency toward runaway economic growth precipitated by the conflict between 
der.and impulse innate to the economic system and the lack of self-control. 
Excessive investments in the infrastructure, overly fast expansion of 
consumption funds, credit explosion-~all will continue to have the same 
effects as in the past. Of course we do not deny that necessary controls must 
be instituted now to check the increase in infrastructural projects and 
consumption funds. But these controls can only ameliorate temporarily the 
conflict between total demand and total supply. To hold down infrastructural 
investments, consumption funds and other elements is to control the immediate 
cause of the growth of the money supply in excess of demand, without, however, 
touching the roots of inflation which continue to exist. Once the belt- 
tightening period is over, the momentum toward overheating the economy will 
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NATIONAL AFFAIRS, POLICY 


JINGJI RIBAO URGES FURTHER REFORM EFFORTS 

HK250052 Beijing JINGJI RIBAO in Chinese 1 Jan 87 p 1 

[New Year Editorial: "Conduct Deep-going Reforms Amid Stability and Unity"] 
[Text] As clocks chimed, we witnessed the arrival of 1987. 


Last year, we began implementing the "Seventh 5-Year Plan." Thanks to the unity 
in the party and between people of different nationalities and to their hard 
work, progress was made in the reform of the country's economic structure and 
party styel and social customs took a further turn for the better. The reso- 
lution of the 6th Plenary Session of the 12th CPC Central Committee has pro- 
pelled the building of spiritual civilization to a new stage. In addition, 

last year, the country's national economy continued to steadily develop, the 
growth rate of industry became more normal, the production of energy, raw and 
processed materials, and marketable products, which were in short supply in the 
past, grew rather rapidiy, the plans for the production of the major industrial 
products were either fulfilled or overfulfilled, and agricultural production 
steadily developed. Moreover, the country’s planned investment in fixed assets 
was basically put under control, the rapid increase in consumption funds was 
checked, and buisness was brisk on the market. Generally speaking, the overall 
situation was quite satisfactory. This shows that the central authorities’ 
principle of continuing to strengthen and improve macroeconomic control and their 
principle of consolidating, digesting supplementing, and improving in the course 
of reforms are correct. We can proudly claim that all the targets to be ful- 
filled in 1986 have been fulfilled and the tasks set for the first year covered 
by the "Seventh 5-Year Plan" have been successfully achieved. 


Although there is an excellent situation, we should, however, also be aware of 
the problems confronting us. These problems are mainly the poor economic re- 
sults produced by some industrial enterprises, the rather low productivity, the 
decline of the quality of some products, and the rather large number of money- 
losign enterprises. In addition, there is also the problem of consumption 

funds growth exceeding that of productivity and national income and the problem 
that investment in fixed assets has not been sufficiently curtailed. On the 

one hand, we should pay very close attention to economic problems. On the other, 
we should analyze them in a down-to-earth manner. The poor economic results 
produced by some industries and some enterprises can be a result of historical 
or other factors. However, one of these important factors is that some of their 
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internal mechanisms are not adapted to the change in external conditions. Thus, 
the most fundamental way to improve economic results is to make the reforms 
deep-going. First, it is necessary to make the reform of the enterprises deep- 
going and to boost the vitality of enterprises, particularly the vitality of 
large and medium state-owned enterprises. And second, it is necessary to make 
the rural reforms deep-going, to further arouse the peasants’ enthusiasm, and 

to stabilize and develop grain production. 


In the course of the reforms this year, our central task is to enliven the 
country’s enterprises, particularly those large and medium state-owned enter- 
prises, light industrial enterprises, and textile enterprises. Over the past 
few years, we have allowed the enterprises some profits and some powers and 
adopted quite a large number of measures concerning the reform of the pricing 
and planning systems, thus creating some conditi-as for enlivening them. How- 
ever, not much attention has been paid to reforming the erterprises' internal 
mechanisms. Facts tell us that if external conditions have changed, internal 
mechanisms should also be reformed. Otherwise, even the best conditions are 
useless. In the new year, we should, on the one hand, continue to try to 
lighten the enterprises’ burdens, appropriately quicken the pace of the reform 
of the country's banking system, correspondingly further reform the financial 
and taxation systems, gradually perfect the market regulation mechanisms, and 
establish a macroeconomic management system which is dominated by indirect con- 
tro, and, on the other, pay close attention to the enterprises’ internal re- 
forms, devote vigorous efforts to separating enterprise ownership from the 
power of operation, and lift the restrictions on the use of this power. Large 
and medium enterprises should mainly apply the system of the director (manager) 
assuming full responsibility and the system of responsibility for the fulfill- 
ment of management targets. In this way, the enterprises and their operators 
will be given responsibilities, powers and benefits. Some smal! industrial or 
commercial enterprises in various cities have fruitfully supplied various con- 5 
tract and lease systems. We should, with a clear understanding of how one cir- 
cumstance differs from another, thoroughly study the decentralization of the 
power of operation and conduct experiments, in order to help the enterprises 
make further progress in their reforms. 


Agricultural production has shown some new characteristics: It is now growing 
at anormal rate after developing at a rather quick pace for some time, crop cul- 
tivation has become structurally rather stable after being significantly read- 
justed for some time, and grain production has become very important again. We 
must regard the further development of grain production as a matter of crucial 
importance to the country's stability and reforms. It is necessary to adopt 
practical measures to concentrate offorts on grain production and to strive to 
attain the following two goals in our rural work: First, to make total grain 
output hit the marks of 450 billion kg and 500 billion kg [units as published]; 
and second, to ensure that the peasants income will steadily incerase and 
gradually become close to that of urban dwellers. This requires us to help 

the peasants in terms of capital, goods, materials, and policies as well as to 
make the rural reforms more deep-going. It is necessary to resolutely imple- 
ment the principle of never slackening efforts in grain production but vigor- 
ously developing diversification, to make innovations as far as organization 
and various systems are concerned, to enhance agriculture's accumulation 
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capacities, to persist in the reform of the system governing the circulation of 
agricultural products, to gradually lift the restrictions on and open the rural 
capital market, to further develop township and town enterprises, to vigorously 
readjust and perfect the system of ordering and purchasing grain by contract, 
to reserve more resources for future agricultural development, and to satisfac- 
torily solve the problem of the supply of production means and, in particular, 
of chemical fertilizer, diesel, and agricultural chemicals. 


To improve economic results, we should earnestly practice economy in the new 
year and begin to pay close attention to this at the beginning of the year. 

AJl enterprises and institutions should try their best to step up production, 
cut expenditure, reduce consumption and production cost, and vigorously try to 
riase productivity and speed up national economic development. It is necessary 
to continue to check the growth of the investment in fixed assets and of con- 
sumption funcs, to avoid repetitions in construction and in import, to continue 
to streamline organs, to strictly control administrative expenses, to vigorously 
reduce the number of meetings, to check the accounts of administrative units 

at regular intervals, to reduce material consumption, and to do our work more 
successfully. 


This year is one in which we lay a foundation and make preparations for the de- 
velopment in the latter 3 years covered by the "Seventh 5-Year Plan." Now, the 
turn of the century is only 14 years away, and yet we have a long way to go and 
formidable tasks to fulfill. We should soberly see that economic development 
and deep-going require situations characterized by stability and unity. All this 
also requires us to earnestly strengthen the party's leadership and to adhere 

to the four cardinal principles. It is only with great prosperity and stability 
that great development and great achievements are possible. All those negative 
.actors that are deterimental to stability and unity, detrimental to deep-going 
reforms, and detrimental to eocnomic development must be eliminated. Let us 
value our achievements, bestir ourselves, develop the situation characterized 

by stability and unity, look forward to the 13th Party Congress, which will be 
held this year, and look forward to the nation's and the country's bright 
future. 
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ZOU JIAHUA ON IMPORTANCE OF NEW COMMISSION 
0W051412 Beijing XINHUA Domestic Service in Chinese 0105 GMT 2 Jan 87 
[By reporter Li Anding] 


[Excerpts] Beijing, 2 January (XINHUA)--Zou Jiahua, minister in charge of the 
State Commission of Machine Building Industry, pointed out during a recent in- 
terview with a XINHUA reporter: The establishment of the State Commission on 
Machine Building Industry is an important step to reform the structure of 
China's machine building industry. At present, the organization of the new 
commission is proceeding smoothly and is in full swing. Its administrative 
functions and organizational setup have been tentatively decided in accordance 
with the principles of reform. 


The 18th session of the 6th NPC Standing Committee examined and approved the 
proposal on disbanding the Ministry of Machine Building Industry and the 

Ministry or Ordnance Industry and establishing the State Commission on Machine 
Building Industry. Why is the state taking such a reform step? According to 

Zou Jiahua, the machine building industry is a large industry. The enterprises 
under the former Ministry of Machine Building Industry and former Ministry of 
Ordnance Industry accounted for about one-fourth of the total of China's indus- 
trail enterprises in fixed assets, annual output value, and profit delivery 

and tax payment to the state. Many industrial departments that use machinery 

and electric equipment have set up their own machine building industry. However, 
two major shortcomings have long existed in the management system of the machine 
buildiing industry. One is confusion between government functions and enter- 
prise management, with too much centralized power adversely affecting the initia- 
tive of enterprises in independent operations. The other is the multidepartmental 
and multilevel administration creating barriers between different departments 

and regions at various levels and between army and people. As a result, each 
department or region forms its own exclusive system, keeping the machine build- 
ing indusgry from fully using its manufacturing capability. Some departments 

and regions are building repetitive projects, and others are importing repeti- 
tive items, affecting the overall results of the national economy. The State 
Commission on Machine Building Industry is established to combine the civilian 
machine building industry and the ordnance industry. This is an important meas- 
ure to further implement the principle of achieving army-people unity and combin- 
ing peacetime and wartime needs, make overall planning for China's machine 
building industry, and integrate our two systems of machine building industry. 
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Zou Jiahua said: The primary task of the Commission of Machine Building Indus- 
try, as an industrial administrative and overall control department, should be 
to "control objectives," not to “control the production process." The main ad- 
ministrative duties are to study and formulate the development strategies, 
plans, economic and technological policies, and legislation of the machine 
building industry; to prepare annual mandatory and guidance plans, coordinate 
the production of mandatory military and civilian products and the assembly of 
major equipment, and organize important scientific research projects and the 
development of ordnance and major new products; work out plans for standardiza- 
tion and serialization of products and supervise quality control; oversee 
economic and technological cooperation with foreign countries in machinery pro- 
ducts and import-export of machinery products; take part in adopting various 
economic regulatory means such as pricing, taxation, credit loans, and subsidies; 
and organize the collection, analysis, processing, an distribution of relevant 
information. The commission will not directly manage enterprises. Instead, it 
will rely on policy, law, and economic means to exercise overall control and 
regulation of the machine building industry as a whole to realize the planned 
objectives and policy objectives. 
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GUANGMING RIBAO VIEWS CHOICES IN ECONOMIC REFORM 
HK280300 Beijing GUANGMING RIBAO in Chinese 3 Jan 87 p 3 


["Economic Work Research" column by Sun Xiaoliang (1327 2400 5328): "On the 
Choices To Be Made in Economic Reform:--passages within slantlines published 
in boldface] 


[Text] /1. A choice can be made between two risks in the pace of economic re- 
form. One consists of speeding up the pace of this reform and the other con- 
sists of slowing it down. The former indeed carries relatively great risks, 
but the risks involved in the latter may be even greater./ 


Economic structural reform has been underway for 7 years beginning with the 

3d Plenary Session of the 11th CPC Central Committee. Generally speaking, 
reforms have mostly been completed in those management systems that are rela- 
tively easy to reform. In the next step, we will have to carry out reforms in 
management systems that are more difficult to reform and involve greater risks, 
such as in prices, taxation, fiscal affairs, finances, investment, and other 
systems. It is preciously because the reform of these systems is relatively 
difficult and involves greater risks that no breakthrough or progress has yet 
been made in these sectors. 


It is true that reforms of these systems really involve relatively great risks, 
but the risks involved in halting or slowing down the reforms may be even 
greater. This is because, first, the simultaneous existence of new and old 
systems will inevitably cause chaos in the economic operational mechanism and 
will also provide opportunities for all kinds of unhealthy trends. Second, 
like a boat moving against the current, the reforms will only retreat if they 
do not advance, and the inertia role of habitual forces and traditional methods, 
together with old concepts and lines of thought that have formed over a long 
time, will unwittingly drag the reforms into reverse. Third, if new systems 
are unable to play the dominant role for a long time, this will produce a 
psychological effect on society and cause people to lose enthusiasm and con- 
fidence for reforms, or may even make people sick and tried of reforms. 


For example, there is a demand for expanding enterprises’ operational autonomy, 
but on the other hand, no great action has yet been taken in the reforms that 
require the formation of a production materials market and a monetary market. 
As a result, it is very difficult to implement the various regulations on 
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expanding enterprises' operational autonomy. Enterprises are afraid of having 
"undefined authorities," but they are even more afraid of losing them, because 
when they are in need of money and materials, they have to rely on these “unde- 
fined authorities." Under these circumstances, people are not so enthusiastic 
as they were several years ago when talking about expanding enterprises’ auton- 
omy. Let us give another example. We only have the mechanism to stimulate 

the investment impulse and not the mechanism to control it. Viewed from the 
angle of the self-restrained mechanism, because investment policy makers do 

not have totake any investment risks, they have great drive in making invest- 
ments and undertaking projects but are not enthusiastic about investment results; 
and viewed from the angle of the regulatory mechanism, no relevant regulatory 
method has been formulated although decisionmaking power for investment has 

been delegated to the lower levels. In such cases, it can well be said that 
investment expansion is inevitable. When investment expansion occurs, there is 
no alternative but to apply administrative measures, because no effective in- 
direct control system has been formed. This, in fact, helps, strengthen the 
old system. If this is allowed to take place repeatedly, chaos in the economic 
mechanism will worsen, and far-reaching negative effects will remain in people's 
minds. 


In short, by comparing the two risks of speeding up the pace of reforms and 
slowing it down, we know that slowing it down may involve greater risks. But 
the latter takes place without many people being aware of it. 


/2. In accomplishing the goals of reforms, there are two choices: One is to 
take one step and look around before taking another, without drawing up a com- 
prehensive plan; and theother is to work out a comprehensive plan and carry out 
reforms in a coordinated way. At this late hour, we should choose the latter 
path./ 


We should not be "so hasty and fail to choose the proper road" in speeding up 
reforms; instead, we should correctly choose a path for accomplishing the goals 
of reforms. 


There are two paths to choose from in order to accomplish the goals of economic 
structural reform: One consists of working out a comprehensive reform program 
under which the time and order for carrying out various management system re- 
fomrs are arranged in a planned way and the transition from the old system to the 
new one is completed as scheduled; the other is not to work out a comprehensive 
reform program but to reform the management system that has prominent problems, 
on the condition that the general orientation is clear, with the aim of bringing 
about transition from the old system to the new one in the course of gradual 
changes. 


We have actually chosen the latter path. Although we have said that we should 
formulate a comprehensive plan, there is not comprehensive measure for implement- 
ing this plan; and although we have said that we should arrange various reforms 
according to the method of systems engineering, we have actually adopted the 
method of taking one step and looking around before taking another, by applying 
makeshift reform measures. As a result, the entire economic management system 

is unbalanced. The "contradictions between the new and old systems" are 
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inevitable in the course of the replacement of the old system by the new one; 
but the failure in carrying out various system reforms in a coordinated way, 
which should not have occurred, has also caused such contradictions. 


In the past, we started our reforms without a comprehensive plan. This had its 
historical background and took place out of objective necessity. There is no 
need now to find faults with it. But at this late hour, we should no longer 
adopt the method of taking one step and looking around before taking another; 
instead, we should lose no time in formulating a comprehensive plan for system- 
atic reforms. This plan may not be perfect, but at least it can embrace the 
basic relationships between various systems and provide a foundation for its 
own gradual improvement in the course of practice. 


It is explicit now that the economic management structure is a system and that 
economic management structural reform is a kind of systems engineering. There- 
fore, the comprehensive plan for economic structural reform consists of the 
following three points: The first point is the use of a systematic, optimized 
principle for defining the goals of reforms, which includes invigorating enter- 
prises and at the same time maintaining the proportionate development of the 
national economy. The second point is the application of the principles 
government the order of factors to the study of the coordination between vari- 
ous structural reforms, with the aim of forming a new economic structure and im- 
nroving the functions of various systems. The third point is the application 
of the principles governing the relationships of factors tothe arrangement of 
reforms, which includes determining what should be reformed first, what comes 
next, and what should be reformed simultaneously, thereby allowing various struc- 
tural reforms to proceed in good time and order according to the logical rela- 
tionship between these structures. Of course, it is difficult all at once to 
straighten out these complex relationships. But once their basic relationships 
are straightened out, reforms can be carried out in a coordinated way. 


/3. Our economic structural reform started with expanding enterprises’ autonomy, 
with its focus on increasing enterprises’ vitality. This "breakthrough point" 
was correctly selected. But in practice, the basic train of thought is "return- 
ing power, giving away profits, and asking for advantages," in the hope of 
utilizing the internal impetus of enterprises and increasing their vitality./ 


In fact, there should be a "limit" to "giving power." If "power is given" in 
excess of this "limit," negative effects will arise. A situation emerged in the 
past in which enterprises "got stuck once unified control was exercised and 
confusion occurred once control was relaxed." This resulted from the failure 

to exercise such a "limit." In recent years too, as a result of the failure to 
exercise such a "limit," emphasis has been laid on delegating power one moment 
and on exercising contralized control the next. Fundamentally speaking, this 

is not a question of "giving or returning power" but a question involving the 
study of rational policymaking. The policymaking power concerning macroeconomic 
management must be in the hands of the state and not be delegated to enterprises. 
The policymaking power concerning microeconomic management should be delegated 
to enterprises. This is not "giving or returning power": it should be so. 


Asking the state for "advantages" will not help stimulate the internal impetus 
of enterpriese or increase their vitality. Fundamentally speaking, enterprises 
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asking the state for “advantages" is still a practice left over from the old 
economic mechanism; it is not a reform. Also, if the "advantages" keep increas- 
ing, is it possible or not for the state to give? The purpose of economic struc- 
tural reform is to form a new economic mechanism and invironment in which enter- 
prises that do well benefit a lot from what they do and failing enterprises 
obtain little profit. In the former case, there is no need for the state to 
"sive," and in the latter case, the state should not "give." Only under this 

new economic mechanism, can enterpriese really have vitality; and when enter- 
prises benefit a lot from what they do, the state will, naturally, obtain a 

lot, too. In such cases, the problem of “being unable to give does not exist. 


In short, returning power, giving away profits, and asking for advantages con- 
stitute a train of thought. Deciding on rational policymaking and forming an 
economic mechanism under which there are opportunities for enterprises to bene- 
fit a lot from their own efforts constitute another train of thought. The cor- 
rect choice should be to abandon the former train of thought and to adopt the 
latter one. 


This new mechanism refers to nothing but competition. Competition cannot be en- 
couraged by shouting. It involves a series of management system reforms. Eco- 
nomic interests of enterprises are the internai factors causing competition. 
This involved the reform of the distribution system, which includes the finan- 
cial system. The market is the external factor causing competition. This in- 
volves reforms of the planning, circulation, and monetary systems. The buyers' 
market, where supply exceeds demand, is a supplementary condition causing com- 
petition. This involves the comprehensive balance of macroeconomic planning. 

In addition, competition between enterprises requires basically equal conditions. 
This involves reforms in the taxation and price systems. Of course, making a 
breakthrough in these reforms, which is of fundamental importance, is much more 
complicated than just "giving advantages." 


/4, There are two departure points to choose from in economic reform. One 
consists of reforming the economic operational mechanism and the other consists 
of improving the combination of laborers with the means of production. The 
correct choice should be the combination of these two points./ 





Our economic structural refcrm is aimed at reforming the economic mechanism. 
Various systems reforms focus on bringing into play the regulatory role of the 
market mechanism in the course of bringing into play the regulatory role of the 
planning mechanism. Economic reforms in some socialist countries are mainly 
aimed at imporving the direct combination of laborers with the means of produc- 
tion to prevent labor alienation under socialist conditions, although considera- 
tion is also given to reforming their economic mechanisms. Therefore, emphasis 
is placed on giving the workers autonomy and allowing laborers to directly 
allocate their enterprises’ profits. 





These two points of departure are correct. It is improper to stress one and to 
neglect the other. If consideration is given only to reforming the economic 
operational mechanism, this will give rise to a situation in which the expansion 
of enterprises" autonomy relies mainly on factory directors. Laying undue 
stress on the power, responsibility, and interests of dealers will cause the 


27 











separation of laborers from the means of production and will affect the initi- 
ative and position of the staff and workers. Stressing the direct combination 
of producers with the means of production while neglecting centralizing funds 
to expand reproduction will certainly result in ineffective macroeconomic 
management and in the disproportionate development of the national economy. 
The correct choice is to integrate the reform of the economic operational 
mechanism with the improvement of the combination of laborers and the means of 
production. This should be taken as the point of departure in economic struc- 
trual reform. 


The following are four situations which develop in relationships between laborers 
and the means of production: The first situation is the separation of laborers 
from the means of production. This refers to wage labor under the capitalist 
system. The second situation is the indirect combination of laborers with the 
means of production; namely, macroeconomic policymaking power is exercised by 
the representatives of laborers and microeocnomic decisionmaking power is exer- 
cised by cadres appointed by the state. This is the situation under the current 
economic structure. The third situation is the direct combination of laborers 
with the means of production of the enterprises they belong to and the indirect 
combination of laborers with the means of production of society. Under this 
structure, enterprises assume sole responsibility for their profits and losses 
and the staff and workers of enterprises constitute the main body of enterprises 
in matters of expanding their autonomy. Moreover, the state contralizes a cer- 
tain amount of enterprises’ profits for expanding social reproduction, which is 
carried out by representatives of laborers. This, to a certain extent, ex- 
presses the combination of laborers with the means of production and at the 

same time helps ensure the planned, proportionate development of the national 
economy as a whole. The fourth situation is the direct combination of laborers 
with the means of production of society. This may happen possibly in the future. 
But no detailed example has so far been witnessed in which this possibility will 
turn into reality. 


The above four situations do not embrace all the choices in economic structural 
reform. But we can certainly say that they constitute the main points. We have 
proposed them to arouse people's attention and for further discussion, so that 
our economic structural reform, which has made a good beginning, will proceed 
more profoundly and smoothly. 
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JINGJI RIBAO ON BRINGING UP ENTREPRENEURS 
HK230827 Beijing JINGJI RIBAO in Chinese 3 Jan 87 p l 


[Commentator's article: "Bring Up a Large Number of Entrepreneurs in the 
Course of Decentralizing the Power of Operation"] 


[Text] The focus on this year's economic work remains the invigoration of 
large and medium-sized enterprises. The disadvantage of our country's economic 
structure does not lie in ownership but in the ways of operation. Therefore, 
the pressing task at present is to bring up a large number of socialist entre- 
preneurs in the course of decentralizing the power of operation. 


Entrepreneurs are an important kind of personnel in the society. [In the past, 
we lacked clear understanding of the importance of training and bringing up this 
kind of personnel. Some people even thought that to put forward the concept of 
entrepreneurs was to follow the fashion. Are the comrades working arduously 

for enterprises not entrepreneurs? There are of course many entrepreneurs among 
them and some are even outstanding ones. However, viewed from the needs of the 
situation of developing the socialist planned commodity economy and from the 
level of the world's advanced enterprise operation, the number of qualified and 
outstanding entrepreneurs is far from enough. This is the first point. The 
second point is that entrepreneurs are an important force promoting the develop- 
ment of the socialist planned commodity economy and are organizers of commodity 
production of enterprises. Therefore, they are not exactly the same as respon- 
sible personnel under the old product economic structure. They have outstanding 
characteristics. The main ones are: First, they have relatively stronger 
senses of competition, market, product quality, and economic results. Second, 
they undertake overall responsibility of their enterprises and occupy the 
central position. They are bold in, and good at, using the power of making 
policy decisions in operation and the power in handling personnel affairs. 

They also have the required knowledge of modern management of enterprises and 

i democratic style of management. Third, since they are qualified managerial 
personnel, they have to do something great for the country and the people accord- 
ing to the laws governing the growth to maturity of personnel, following the 
road to the development of undertakings and enterprises, and depending on their 
ability in management and operation. Viewed from this angle, our existing 
entrepreneurs must still constantly improve their ideological and political 
quality, raise their managerial level, and perfect themselves in various aspects 
so that they can become enterprise leaders worthy of the title of socialist 
entrepreneur. 
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This does not mean that some of our factory directors and managers have lagged 
behind, but that we should have a sense of urgency in training and bringing up 
entrepreneurs in terms of quality and quantity. We should further increase the 
capability of our existing factory directors and managers so that they can be- 
come qualified entrepreneurs needed by our times as quickly as possible. We 
should bring up more entrepreneurs who can undertake the important task of re- 
vitalizing the economy and enlivening enterprises. 


We should see that in the course of deepening reforms, the general atmosphere 
for training and bringing up a large nunber of entrepreneurs begins to pervade. 
With the gradual decentralization of the decisionmaking power of enterprises, 
the external conditions for enlivening enterprises will become increasingly 
better. The factory director responsibility system is being implemented in an 
overall manner in enterprises. The work to properly handle relations among the 
party, the administration, and the workers congress within enterprises has 
started and factory directors and managers are given greater powers in making 
decisions in operation and in personnel affairs, including the power to appoint 
and remove cadres at the intermediate level. In many areas, the contract and 
leasing system are being implemented on a trial basis in factories under differ- 
ent situations. With the separation of ownership from the right of operation in 
enterprises, entrepreneurs have been given a greater arena in management and 
operation and more qualified enterprise managerial personnel will temper them- 
selves or emerge in the course of decentralizing the power of operation. 


How to give play to the role of the power of operation in the course of separat- 
ing it from ownership is a new task. To fulfill this new task, we must first 
depend on conditions created by departments concerned--that is, conditions for 
lateral economic ties and for decentralizing the power of operation of enter- 
prises--and second, depend on the efforts of entrepreneurs. We hope that 
enterprises will be managed and transformed in accordance with the ideas of 
entrepreneurs and the enterprise operation responsibility system and the group 
operation responsibility system will be implemented as soon as possible. All 
capable and enterprising entrepreneurs should stand in the forefront in deepen- 
ing reforms in enterprises and display their skills in the arena of management 
and operation. 
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FOREIGN TRADE, INVESTMENT 


STRATEGY FOR SHANGHAI'S INDUSTRIAL EXPORTS 


Shanghai SHANGHAI JINGJI [SHANGHAI'S ECONOMY] in Chinese No 3, 31 May 86 pp 
14-17 


[Article by Yu Zhonggen [0205 0112 2704]: "Strategy For Shanghai's Industrial 
Exports During the Seventh 5-Year Plan"] 


[Text] I. Reasons Behind Stagnating Exports of Industrial Products During the 
Seventh 5~-Year Plan 


During the Sixth 5-Year Plan there was an adverse trend in Shanghai's 
industrial production and foreign exchange earnings from exports. GVIO in 1985 
was 36 percent over that in 1981, or a net increase of 21.8 billion yuan over 
1981. However, foreign exchange earnings from exports rose to 2.6 million 
dollars in 1985, for a decline of nearly 10 percent from 1981. The following 
issues are matters of concern: 1) The export product mix is in poor shape 
and the proportion of heavy industrial exports and chemical exports is 
declining. The export value of goods from the electromechanical, instrument, 
metallurgical, and chemical sectors fell from 9.2 percent of total municipal 
exports in 1981 to 7.7 percent in 1985. Of the 12 wc$cr pw" categories 
exported by the electromechanical sector in 1984, 10 of them, accounting for 
86 percent of that sector's total foreign exchange earnings, were products 
such as electric wires and cables and cutting tools, which require a low level 
of processing. Only 18 percent of all textile exports consisted of finished 
garments, whereas 82 percent consisted of facing, gray cloth, cotton yarn, 
and other low-level processed goods or semifinished products. By contrast, 
clothing exports account for over 80 percent of Hongkong's total textile 
exports and 60 to 70 percent of South Korea's textile exports. 2) The 
variety of exports has decreased. In the past we had more than 400 kinds of 
cotton cloth, but only 100-plus kinds now remain. In the handicraft and 
instrument sectors, respectively, we originally had 300 and 50 major 
categories of export products; these have now been cut to 270 and 32 
categories, respectively. 3) Foreign markets have shriveled. In the past 1 
or 2 years, Shanghai commodities have been completely withdrawn from 11 Latin 
American nations and regions, Asian markets have shrunk 20 percent, and 
European markets have shrunk 40 percent. 


The causes of the above situation are very complex. Besides such factors as 
the slump in the international market, the rise of trade protectionism, the 
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lack of competitiveness in the products themselves, and an inflexible pattem 
of foreign trade operations, the following causes also played a major role: 


A. We Hive not Treated Export Expansion as a Strategic Responsibility To Be 
Tackled Conscientiously. Some products like cotton cloth and gemuine silk are 
in great demand on the international market and we have been unable to meet 
foreign trade demands for them because domestic production capacity has been 
insufficient. For many years now we have fulfilled only 50 to 80 percent of 
the quantity required by foreign traders. This has resulted in an annual loss 
of $100 million in foreign exchange earnings, but despite that fact we have 
never determined to resolve the problem. During the Sixth 5-Year Plan we 
imported technology and used foreign capital with complete disregard for 
export expansion. From 1983 through October 1985 we concluded transactions 
importing$ 850 million worth of technical equipment, but less than 10 percent 
of the imported items were used directly to expand exports. We also used 
foreign capital in 150 projects worth a total $1.2 billion but only $280 
million worth, or just 23 percent, was used in industrial projects, very few 
of which related to exporting. In 1985 we also eliminated measures which 
fostered export projects. ‘The original method was to contract labor and 
materials with a construction unit for the three major land and construction 
requirements of an export loan project. This was changed to a "piece—by-piece 
allocation" identical to what is used on other technical projects, with the 
result that materials are not guaranteed. For example, of the major naterials 
needed in the handicrafts industry in 1985, only 20 to 30 percent were 
allocated. 


B. Our Domestically-Oriented Production Structure Restricts Exports From 
Moving Boldly in New Directions. As we open up more and more to the outside 
world, Shanghai's economic moves are turning outward. However, from an 
overall perspective our production structure is still oriented toward the 
domestic economy. This is manifested in the following ways: 1) Enterprise 
organization structures are focused on domestic production. Approximately 
2,500 enterprises in Shaiighai, or about 30 percent of all industrial 
enterprises, undertake to export goods. However, not even 5 percent of all 
enterprises are primarily exporters. Moreover, production and marketing 
remain essentially segregated. Production enterprises are "fuzzy" about and 
insensitive to the international market. 2) The economic system is also 
domestically oriented. Right now there is intense competition on the 
international market, but we continue to treat enterprises that sel} 
domestically and those that sell to foreign markets equally, without 
discrimination in planning, pricing, leadership systems, tax revenues, 
monetary sums, operating patterns, or other areas. That this is inappropriate 
is self-evident. 3) Economic activities are principally domestic. For 
Shanghai industries, the principal range of natural resources, funding, and 
product activities remains domestic. 4) The forms of production organization 
are geared toward the domestic market. They are still suited to producing few 
varieties, in large batches, at a slow pace, whereas the international market 
demands wide variety, small batches, and a rapid pace. Under this production 
pattern, exports depend to a large extent on the "“accommodativeness" and 
economic subsidization of the products' domestic and foreign markets. When a 
market first opens up and there is no particular attention paid to export 
results, the quantity of exports can be increased by a large margin. But when 
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export quantities reach a certain scale and economic subsidies shrinl, there 
are two inevitable consequences: One consequence is that enterprises lase the 
vitality and dynamism that comes with exporting. Because producing products 
for export is difficult, expensive, and not very profitable, and because it 
requires some risk, domestic sales are preferable. This leads enterprises 
producing for both domestic and foreign markets constantly to expand the 
proportion of domestic sales, and it leads specialized export-producirg plants 
to transfer their attention to the domestic market. For example, all of the 
26 specialized export-producing plants in the textile system (excluding silk 
cloth enterprises) originally did more than 50 percent of their business in 
exports, but 6 of them now export less than 50 percent, and 2 of these export 
less than 30 percent. In 1985 Shanghai adopted the "3 fen" and "2 jiao" 
incentive measures, and these played a certain role in promoting exports. 
However, due to certain problems in actual practice and because the incentive 
was insufficient, enterprises still have little enthusiasm for exporting and 
the supply of goods flows steadily toward domestic markets. The second 
consequence is that products become uncompetitive. Because production is 
arranged and organized based primarily on domestic demand, the products are 
imperfectly suited to the international market in quality standards, variety 
of designs and colors, specifications, styles, packaging, lot sizes, delivery 
times, and so forth, and they compete poorly. Thus, the quantity of exports 
can only fluctuate at a certain level and it is difficult to break away from 
this restriction. 


C. We Have no Explicit Strategy or Corresponding Measures for Dealing With 
Export Products. For a great many products the international market has been 
completely partitioned and buying and selling relationships are fairly stable. 
It is very difficult for a "third party" break into the market successfully 
unless he has an explicit strategic objective geared to actual circumstances 
and undertakes the necessary series of steps to achieve that objective. To 
expand exports, in the past few years the departments concerned in Shanghai 
have twice combined efforts and set priorities to analyze successive export 
products and formulate an export product strategy. However, the first time 
the project was shelved, and there is a danger that the second project will 
follow the same disastrous road. Right now our basic pattern is still to 
supply whatever we produce; when foreign traders call on us for merchandise, 
if we have it we supply it and if we don't, we just dismiss the matter. 
Export products succeed or fail entirely on their own. With this kind of 
"defensive," "partisan" trade, not only can we not steadily foster and create 
hot new export goods, improve our export product mix, or expand our scale of 
*rade, but even the hot-selling items that have inherently been ours will 
gradually shrink in number or disappear. In 1980 there were 86 hot-selling 
Shanghai exports that earned foreign exchange totaling $10 million or more, 
and in 1984 that number was reduced to 63. In 1980 there were two items in 
the electromechanical sector that earned over $10 million in foreign exchange 
(industrial bearings and machine tools), but, because we have no special 
protectionist policies, by 1984 the foreign exchange earnings on these items 
fell to $ 570,000 and $ 4.5 million, respectively. 


D. New Problems Have Emerged Through Reforms, but Corresponding 
Countermeasures Have not Kept Pace. 1) Severe shortages and major price 
increases for raw materials have raised costs and we have been unable to 
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adjust export prices correspondingly, so exports have declined. Planned raw 
materials can only meet 50 to 60 percent of needs in electromechanical export 
production. All the rest and all unscheduled raw materials must be purchased 
at an unfavorable negotiated price. Many raw materials for light industry 
have become third-class products. Pricing has been opened up amd prices have 
generally risen, sometimes by a large margin, so that enterprises cannot 
shoulder them. In 1984 the average purchase price for sheepskin was 5.19 yuan 
per sheet, and by i985 this rose to 16.5 yuan per sheet, up 218 percent over 
the previous year. Solely because of luxated sheepskin pricing, the value of 
leather company exports was reduced 8 million yuan and foreign exchange 
earnings declined more than $3 million. Due to insufficient supplies of wool 
and ramie, the quantities of carpets, tennis balls, and other products 
exported dropped sharply. 2) Industry and trade relationships are not well 
coordinated: industry is concerned with its own operations and the foreign 
trade sector is busy arranging new operations. Each thinks of its om affairs 
and abides by its own conventions without coordinating relationships, and this 
affects exports. In 1985 there were 60 kinds of products that the Handicrafts 
Industry Bureau's foreign trade system did not purchase as planned, and this 
had a 50 million-yuan impact on output value. In industry as well, due to a 
full production capacity and other factors we were unable to supply 20 million 
yuan worth of goods to meet foreign trade needs. 3) Competition between ports 
also affects exports. After we began to export from multiple ports, we 
adopted no corresponding management or coordination measures, and this had a 
major adverse effect on Shanghai products in price and volume transactions. 
In addition, Shanghai's sales to Shenzhen of products that could have been 
exported, such as textiles, medicines, shuttlecocks, drawnwork, sewing 
machines, and so forth, also affected our foreign trade purchases and exports. 


E. In 1984 Efforts To Control Foreign Trade Losses Caused Shanghai To Miss a 
Breakthrough Opportunity for Export Produc;s. In 1983 a historic 
9,244,000,000 yuan worth of Shanghai products were purchased for foreign 
trade. However, in 1984 this dropped abruptly to 8,087,000,000 yuan, down 
1,157,000,000 yuan, or 12.5 percent. Both the volume and the scale of the 
decline broke historic records. In the food industry alone the decrease in 
foreign exchange measured more than $10 million and many traditional export 
products such as fluorescent lamp stands and liquid glucose were withdrawn 
from the international market. In 1984 the international trade volume 
increased 7 percent over the previous year, but we not only failed to open up 
any new markets, even our old markets shriveled. We truly missed an opportune 
moment to expand exports. 


II. The Task and Strategic Measures for Exporting During the Seventh 5-Year 
Plan 


In view of our need to implement an economic development strategy in Shanghai 
and our need to open up to the outside world, by 1990 our industrial exports 
need to reach at least $4.3 billion. This is $1.7 billion more than the $2.6 
billion we actually attained in 1985, and it will require an average annual 
increment of $340 million. The 1986 plan calls for exports worth $2.9 
billion, including approximately $2.85 million in industrial exports, and in 
the following 4 years this must rise $360 million per year in order to 
accomplish the export task set in the Seventh 5-Year Plan. If we are to raise 
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export volume to this extent we absolutely must employ major momentum-building 
tactics. From the perspective of the economic environment of the Seventh 5- 
Year Plan, a number of unfavorable factors remain: 1) On the domestic market 
the insufficiency of supplies to meet demands is still a serious problem, and 
the domestic market continues to be a major force drawing upon Shanghai 
products. 2) The pace of industrial production in Shanghai is slowing down 
and the supply of goods that can be increased is declining. According to 
forecasts, by 1990 there will be a gap of approximately 3 billion yuan between 
the commodities that Shanghai can supply and domestic and foreign demands on 
us. 3) There has not been a major improvement in the world economy. 
According to torecasts, there will be an average of about 3 percent growth in 
the world economy and international trade during the last half of the 1980's. 
Consequently, it will be extremely difficult for Shanghai to accomplish the 
industrial export mission called for in the Seventh 5-Year Plan. 
Nevertheless, it is certainly not unattainable. The key is that we must face 
up to the gravity and urgency of the matter and adopt a series of effective, 
steady practical measures. 


In foreign trade and market arrangements our strategic policy should be to 
carry out the following four major strategic changes: 


A. We Must Change From "Production as the Determinant of Sales" to "Sales as 
the Determinant of Production." We must change the current system of selling 
whatever we have and relying primarily on squeezing exports out of domestic 
consumption. We must gear our production to what is needed on the 
international market in order to increase the competitiveness and suitability 
of Shanghai products and target a definite objective for consolidating old 
markets, opening new markets, and expanding the scope of trade. 


B. We Must Change Our Focus on Consolidating Nearby Foreign Markets to a 
Focus on Opening Distant Foreign Markets. In the past, Shanghai export 
products were focused on nearby foreign markets, particularly Hong Kong, 
Macao, and the Southeast Asian area (which together accounted for one-third). 
Hong Kong alone accounted for the lion's share (one-fifth). The overly 
concentrated export market both limited growth in export volume, and 
increasingly aggravated trade "friction" between Shanghai and kindred 
provinces and cities. Given the prerequisite consolidation and development of 
traditional markets, in view of Shanghai's exceptional status and conditions 
with respect to the rest of China, the focus of the Seventh 5-Year Plan should 
be on opening up distant foreign markets, particularly in the United States, 
the Soviet Union, and European and Latin American nations and regions. These 
regions have a large market capacity and pay high prices for Shanghai 
products, and this move would help municipal enterprises to improve their 
technical and management levels. 


C. Our Reliance Essentially on Volume Increases To Expand Exports Must Be 
Changed to a Reliance on Simultaneous Volume Increases and Quality 
Improvements. In Shanghai's restricted conditions, to expand exports we must 
make appropriate volume increases and simultaneously stress improving the 
intensity and precision of processing and increasing the added product value. 
There is enormous potential in this area. A comparison of international 
market prices for the same types of textile products shows that Shanghai's 
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selling prices are 10 to 30 percent lower than those of Taiwan and South 
Korea. The port of Shanghai exports 3 million sheepskins per year, on which 
we earn $12 million in foreign exchange. If we processed these sheepskins 
into goods we could increase foreign exchange earnings $12 to $15 million. 


D. We Must Change the Focus of Market Arrangements From Domestic Concerns to 
Foreign Concerns. During the Seventh 5-Year Plan our principle for market 
arrangements should be to guarantee foreign sales and give equal consideration 
to domestic sales. So long as our guiding ideology is clear-cut, even if the 
pace of industrial production in Shanghai slows down during the Seventh 5-Year 
Plan we can still hope to fulfill our responsibility to guarantee exports. If 
we figure an annual 6-percent increase in industry in Shanghai, by 1990 there 
may 10.8 billion yuan more market commodities than in 1985. After first 
deducting the necessary 5 bi*lion yuan increase in the supply of foreign trade 
goods, we will still have a new 5.8 billion yuan increase in goods that may be 
used to improve supplies to domestic markets. 


We should adopt the following series of strategic measures to correspond with 
strategic policies: 


A. Our Chief Economic Task During the Seventh 5-Year Plan Must Be To Fulfill 
Our Export Responsibilities and Earn Foreign Exchange. Although it will be 
extremely difficult to fulfill our export responsibilities during the Seventh 
5-Year Plan, from the standpoint of the demands the central authorities have 
placed on us and our objective to transform and vitalize Shanghai, it is 
absolutely essential that we do so. Consequently, we must coordinate what we 
know and shift the focus of economic efforts to exports and foreign exchange 
earnings. Our efforts to fulfill export responsibilities and earn foreign 
exchange must be made the nucleous and primary objective of our work under the 
Seventh 5-Year Plan, and they must form a breakthrough for Shanghai in 
economic development. In all areas, whether in investment, production 
arrangements, raw materials, energy, credit, technical imports and reforms, or 
foreign capital applications, we must first of all consider the benefits in 
developing export production. We have 5 years to act, beginning with 1986. 
We must resolve to adopt practical measures to ensure that we will break the 
critical mark of $3 billion in export foreign exchange earnings this year and 
win the first export battle of the Seventh 5-Year Plan. 


To do all we can to fulfill our export responsibilities during the Seventh 5- 
Year Plan and win the critical campaign to put our development strategy into 
effect, I suggest that we establish a "municipal export-promotion leading 
group." The mayor should head this group, assisted by the deputy mayor in 
charge of foreign trade, and officials of concerned commissions such as the 
Planning Commission, the Foreign Economic Relations Commission, and the 
Economic Commission should participate as well. This will enhance foreign 
trade leadership, coordination, and supervision. 


B. We Should Actively Organize a Variety of Economic Associations Concerned 
With Export Production, and Specialized Export-Producing Plants (or Workshops) 
Should Be the Nucleus of These Associations. First, from among production 
plants producing the 44 current key export products we can select a number of 
superior, core production plants to act as specialized export-producing 
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plants. The plants chosen must produce goods that have steady international 
markets, stable quality, and a relatively high export ratio; and they must 
display a satisfactory level of enterprise technology and a solid management 
foundation. These plants must organize and arrange production based primarily 
on international market needs, and they must consider exporting and earning 
foreign exchange to be their major mission. To ensure that enterprises of 
this kind are extremely strong, vigorous, and dynamic so that they can compete 
on the international market, we should put policies and management methods 
into effect that will distinguish them from other enterprises in areas of 
planning, pricing, assessment, taxation, profit retention, bonus distribution, 
external operations, and so forth. On this basis, using primarily economic 
means, we will assist with essential administrative intervention and guide and 
encourage related enterprises (including foreign trade enterprises) to join 
together voluntarily, with the understanding of mutual benefit, to form 
various kinds of export production associations integrating supply, 
production, and marketing. This will transform individual advantages into 
group advantages. By the end of the Seventh 5-Year Plan we must strive to 
form 100 or so specialized export-producing plants or export production 
associations producing total foreign exchange earnings of $1.7 billion, or 
over 40 percent of total Shanghai exports at that time. These will become 
Shanghai's leading weapon and pathbreaker toward the rest of the world. 


C. We Must Put Into Practice a Guiding Export Policy and Gradually Create a 
State of Competition Between Export Products. 1) We must use economic levers 
to ensure that enterprise profits on products for foreign markets are slightly 
higher than profits on products for domestic markets (this does not apply to 
products restricted from export). When products for sale abroad sell for less 
than those sold on the domestic market, we should adopt drawbacks for duties 
paid, tax reductions, and other indirect subsidization measures so that direct 
enterprise profits are no lower than or are slightly higher than those on 
products for domestic sales. We must continue to apply "3 fen, 2 jiao" 
incentive methods, but we should handle them differently in different 
circumstances to encourage intensive export processing, tricky export 
processing, and production of goods that are hot sellers on the international 
market. We might consider establishing an export bonus fund to encourage and 
reward enterprises and individuals that make special contributions to 
expanding exports. The source of the fund could be 20 to 30 million yuan 
drawn annually from adjusted foreign exchange earnings turmed over to public 
finance. 2) We should implement a "double-track" assessment method to divide 
foreign exchange satisfactorily. For the foreign market portion of export 
enterprises we should assess primarily the foreign exchange level, but for the 
domestic market portion we should use the original assessment method. In 
apportioning foreign exchange we must as far as possible simplify examination 
and approval procedures for settling and employing account transfers, and we 
must eliminate enterprise misgivings about locally retained foreign exchange 
earnings that are "within sight but out of reach." 3) Export production must 
exercise six priorities: it must have priority rights to raw materials, 
energy, transport, imports, credit, and foreign exchange. For industrial 
export loans it is suitable to reinstate methods of contracting for labor and 
materials. 4) We must establish credit interest discounts for exporting and 
use them for projects and enterprises that directly expand exports. The 
special funds must be earmarked exclusively for this special purpose and be 








used on a revolving basis. We must establish and grant export credit, 
primarily in the form of vendor credit, to help enterprises resolve fund 
turnover problems and aid them in improving their competitive strengths. 5) 
We must expand enterprise initiative rights in dealing directly with the 
outside, and we must give them more opportunities to make external contacts. 
For core export enterprises where conditions are right, we must expand their 
foreign trade initiative rights to negotiate, quote prices, leave the country 
to conduct investigations, and promote sales. The foreign trade sector must 
also actively create these conditions in ordinary export-producing enterprises 
so as to bring production and marketing into direct contact and enhance 
enterprise adaptability and contingency capabilities with respect to the 
international market. 


D. We Must Foster Key Export Products To Ensure a Workable Export Strategy. 
We should further our studies on how to produce long-term results with the 44 
key export products determined in 1985. The industrial and foreign trade 
sectors must take joint action to affix responsibility for key products to the 
enterprises concerned, and they must also help those enterprises conduct 
comprehensive research and decide upon specific tactics and measures. At the 
same time, beginning with the key export products, they must undertake a 
compete set of technological reforms and guarantee both the quantity and the 
quality of production growth requirements. After 5 years of hard work 
Shanghai will will be able to produce 3 to 5 exceptionally hot products that 
will earn $300 million to $500 million in foreign exchange per year. By 1990 
the annual foreign exchange earnings on our 44 key export products will total 
$2.2 to $2.5 billion, or approximately 50 percent of Shanghai's total export 
foreign exchange earnings. 


E. We Must Strive To Expand Electromechanical Exports. Shanghai's hopes and 
potential for improving the export product mix and strengthening export 
stamina lie with expanding electromechanical exports. Right now 
electromechanical output value accounts for one-third of the value of 
industrial output in Shanghai, yet it accounts for less than one-tenth of 
exports. There is relatively high international demand for Shanghai 
electromechanical products, particularly for popular goods of durable quality. 
However, based on a survey of 10 electromechanical exporting enterprises 
conducted at the beginning of 1985, we can only meet 5 to 30 percent of the 
demands of foreign traders. During the Seventh 5-Year Plan we must vigorously 
promote exports of electromechanical products. We must raise earnings on 
electromechanical exports from $200 million today to $800 million by 1990, and 
we must increase them from 10 percent of exports to 18 percent of exports. 
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FOREIGN TRADE, INVESTMENT 


HUNAN POLICY TO ENCOURAGE FOREIGN INVESTMENT 
Changsha HUNAN RIBAO in Ehinese 17 Oct 86 p 1 


[Article by Lu Zhancheng [7120 1455 2052]: "At a Meeting With the 
Ambassadors of Sweden, Finland and Denmark Governor Xiong Announced That 
the Provincial Government Encourages the Eight-Point Preferential Policy 
for Foreign Investment" ] 


[Text] Yesterday evening Governor Xiong Qingquan [3574 3237 3123] met with 
and entertained Swedish Ambassador Bei-li-kui-si-te, Finnish Ambassador 
Liisa Yu-wa-li-ning, and Danish Ambassador A-nei Bei-lin and their wives 

at the Rongyuan Guesthouse, At the meeting Governor Xiong announced that 
the provincial people's government had decided to adopt the eight-point 
preferential policy for foreign investment enterprises. 


The eight-point preferential policy consists of the following: 


1. Once all those foreign investment enterprises operating in Hunan are 
registered as legal entities, all their lawful rights and interests shall be 
protected under Chinese law and the enterprise shall possess the rights of 
possession, utilization, and management of property. All cooperating parties 
have equal rights. 


2. The cost of labor services for Chinese staff and workers in all those 
foreign enterprises which invest in Hunan may be 20 to 30 percent lower than 
in the coastal areas of China. 


3. According to the criteria set forth by the state, the space utilization 

fee may be reduced by half for foreign investment enterprises involved in 
commodity export and enterprises which use advanced technology. In Hunan 
enterprises which invest in energy resources, communications, and the 
infrastructure, and those that operate in undeveloped areas may be exempt 

from the space utilization fee for 5 to 10 years. Once the period of exemption 
is over, according to state regulations, only half the fee is to be collected. 


4, Foreign enterprises investing in Hunan are included in the national 
economic plans for Hunan and have priority in obtaining energy resources, 
natural resources, sites, labor power, and the three basic construction 
materials. They also have priority in arranging construction, communications, 
and transportation and communications facilities. 
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5. Aside from exporting enterprises and enterprises with advanced technology 
which are exempt from taxation according to state regulations, in order to 
increase exemptions from taxation, all foreign investment enterprises in 
Hunan which invest in exploiting energy resources, natural resources, and 
operate in undeveloped areas may be exempt from paying income tax for the 
first 5 years according to state regulations. From the sixth year on, they 
may pay half the amount due once approval is obtained. All foreign invest- 
ment enterprises may be exempt from paying the local tax for 5 to 10 years. 


6. With the verification and examination of the banks concerned in Hunan, 
priority in lending will be given to all foreign enterprises investing in 
Hunan which need to borrow short-term liquid capital and the other necessary 
credit funds needed during the processes of production and distribution. 


7. The right to self-determination in the management of production will be 
fully guaranteed in foreign investment enterprises. Within the scope 
permitted by Chinese law and as stipulated by contract, foreign investment 
enterprises will be allowed to have a free hand in production and manage- 
ment, to independently determine business policies, to formulate an employ- 
ment system and methods of labor renumeration, raising capital, and commodity 
circulation. In order to resolutely protect the legitimate rights and 
interests of foreign investment enterprises, units and departments must not 
extravagantly levy fees on foreign investment enterprises. Enterprises have 
the right to refuse to pay irrational charges. The local government will 
strictly control and punish units and departments which place obstacles in 
the way of enterprises. 


8. It is necessary to increase administrative efficiency and simplify 
examination and approval procedures. The agencies that examine and approve 
contracts and charters of foreign enterprises investing in Hunan must 

decide whether or not to give their approval within 1 month from the data 

all the documents were received. As for the locations of foreign investment 
enterprises, a system of holding joint staff office meetings has been 
established which is managed by those responsible in the local government for 
promptly resolving the various issues which require government coordination. 


Yesterday morning, Deputy Governor Wang Xiangtian [3769 0686 1131] and the 
other responsible persons presented the situation regarding economic con- 
struction in Hunan to the distinguished visitors. In the afternoon the 
ambassadors from Denmark and Finalnd presented appropriate information 
about the situation in their respective countries. 
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FOREIGN TRADE, INVESTMENT 


TRADE WITH GDR REACHES NEW HIGH 
Shanghai SHIJIE JINGJI DAOBAO in Chinese 20 Oct 86 pl 


[Article by Shen Longguang [3088 7127 0342] and Chen Zhenan [7115 2182 1344]: 
"The Rapid Growth of PRC Trade With the GDR"] 


[Text] Over the past few years trade between the PRC and the GDR has grown 
rapidly. According to figures supplied by the Chinese Embassy in the GDR, 
the volume of trade through bilateral agreements reached 830 million Swiss 
francs this year, setting a record high. According to statistics, last year 
the volume of trade between the two countries was 624 million Swiss francs, 
which is equivalent to the previous highest level reached in 1960. 


China has opened up to both Western countries and to the socialist countries 
of Eastern Europe. Since 1982 the growth of trade between the PRC and the 
GDR has clearly accelerated. There was a 26—percent increase in trade in 
1983 and 54.5 percent in 1985. This year it is hoped that it will surpass 
30 percent. Last year the two countries signed long-term trade agreements 
extending to 1990 which stipulated that within 5 years the volume of trade 
between the two countries iwll reach 4.8 billion Swiss francs. This re- 
flects the desire of both countries to expand trade, strengthen cooperation, 
and promote their own economic construction. 


Each country has its own distinctive export mix. The commodities supplied 

by China primarily include foodstuffs, textiles, light industrial products, and 
raw materials, such as tungsten ore, borax, rosin, tung oil, and hog 

bristles as well as chemical products. Of the GDR exports to the PRC, 

90 percent are mechanical goods, chiefly machine tools and machinery for 
manufacturing textiles and plastics; for printing, packaging, and food 
processing; and agricultural machinery, vehicles, and railroad rolling 

stock. 


China has abundant commodities and ample labor power resources whereas in the 
GDR science and technology are quite advanced while mineral products and 

labor power resources are in short supply. Consequently, it would be 

mutually advantageous to increase cooperation, develop each side's superiority 
and learn from the other's strong points to offset weaknesses. Until 1984, 
however, economic transactions between the two countries were still limited 

to the exchange of single commodities. Clearly this could no longer meet the 
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demands of both sides in gradually expanding economic cooperation. In 1985, 
economic exchange between the two countries began to expand to include 
technological cooperation. At present the major forms of technological 
cooperation consist of technological transfer, cooperative prospecting, 
parts assembly, and construction projects in third countries. It is 
understood that starting next year a new form of cooperation will be 
initiated: direct cooperation involving labor services between the two 
countries. The first project to be negotiated is for China to send nearly 
1,000 workers to the GDR next year to participate in producing refrigerator 
cars. The GDR will pay them the same wages as local workers. The GDR 

will then export 1,000 refrigerator cars to China and supply the necessary 
technology. This will help the GDR resolve the contradiction of inadequate 
labor power and increase their production and export volume. China will 
also benefit by gaining the technology, equipment, and personnel needed for 
establishing the four modernizations. 
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FOREIGN TRADE, INVESTMENT 


COMPETITION AMONG FOREIGN ENTERPRISES EXAMINED 
HK280528 Beijing JINGJI GUANLI in Chinese No 1l, 5 Nov 86 pp 34-36 


[Article by Yi Hui (1707 6540): "Competition Among Foreign Trade Enterprises" 
--edited by Liu Daojun (2651 6670 0689] 


[Text] The answer to the question of wehther or not competition exists in 
socialist economic operations cannot be found in the publications of classical 
writers. Now China's reformers have given a clear-cut answer and people have 
no doubts as to whether competition exists in socialism. However, certain 
people still have doubts as to whether it is necessary to develop competition 
between foreign trade enterprises. The reason is that if competition exists 
between foreign trade enterprises, then the phenomenon of "fighting a battle 
in confusion" will appear, such as through raising domestic purchase prices 
and lowering selling prices abroad, which results in the “outflow of fertile 
waters to other people's fields." Such an assumption and conclusion obviously 
does not grasp the real essence of the matter and literally places the cart 
before the horse. 


Objective Existence of competition Among Foreign Trade Enterprises 


Competition is a prevalent phenomenon in a commodity economy. It appears to- 
gether with the development of commodity production and commodity exchange and 
plays a role in the commodity economy along with the law of value. Wherever 
there is commodity production and the law of value plays its role, competition 
exists. Since a socialist economy is a planned commodity economy, competition 
exists objectively. External trade is an important constituent part of the 
national economy and within this sphere it is inevitable that competition exists 
objectively. Foreign trade enterprises must be subjected to the regulations 

of the competition mechanism and they wust progress and develop in the midst of 
competition. 


Competition among socialist enterprises, built on the basis of the collective 
ownership of the means of production, is different in nature from capitalist 
competition. The basic interests of socialist enterprises are identical and 
competition exists to make enterprises strengthen their business accounting, 
improve their economic management, elevate their economic results and push the 
development of our country's foreign trade enterprises. At the same time, 
through competition, the regressive ones can be pressed to redouble their 
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fforts, the progressive ones can be further encouraged, the fittest will survive 
and those enterprises lacking the life force will become bankrupt and will be 
closed, thereby making socialist foreign trade enterprises develop all the more 
healthily. 


Competition among foreign trade enterprises is displayed in different forms from 
different angles. Take export trade for example: 


According to the nature of competition, there is a division between price com- 
petition and non-price competition. Seeking survival and development, foreign 
trade enterprises, on the one hand, seek to employ rational prices to attain 
superiority in competition; on the other hand, they must, in such other aspects 
as the quality of products, variety, design and color of products, technical 
services, and so forth, seek more clients, expand their sales, and strive to 
obtain more profits. 


According to geography, a devision may also be made between internal competition 
and external competition. In order to obtain sufficient sources for the export 
of commodities, inside the country there is bound to be competition in price 

and in non-price matters. Thus, production enterprises are given the opportun- 
ity and possibility of making a comparison between resultant benefits and choose 
the most suitable buyer of their goods. At the same time, in order to realize 
the value of the goods they purchase on the domestic market in foriegn markets, 
foreign trade enterprises will have to compete with the entrepreneurs of foreign 
countries and of their home country in handling the same category of goods. By 
so doing, the users are likewise given the opportunity and possibility to make 

a comparison and to choose a suitable seller. 


According to buying and selling relations, competition may be divided into 
three types of conditions: first, competition between foreign trade enter- 
prises and foreign trade enterprises, namely, between buyers and buyers or be- 
tween sellers and sellers competing as buyers inside their country and as 
sellers abroad; second, competition between production enterprises and foreign 
trade enterprises; third competition between foreign trade enterprises and 
commodity users abroad. The latter two conditions refer to competition between 
buyers and sellers. The buyers generally hope that paying the same amount of 
money will procure more value and service, or paying less money but procuring 
the same amount of value and services, while conversely sellers hope to provide 
the same amount of value and services but procure more money or provide rela- 
tively less value and services but procure the same amount of money. 


The various kinds of competition above are interwoven and form an integrated 
competition pattern, adjusting the realtionships among the foreign trade enter- 
prises. Through competition, the inner laws of a commodity economy are con- 
verted into external pressure, keeping each and every foreign trade enterprise 
under control and forcing them to exert their utmost efforts to expand their 
volume of export trade and at the same time to maximize their exports" economic 
benefits. 
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Vicious Forms of Competition and Their Origins 


Competition exists objectively. Hence, each and every foreign trade enterprise 
must treat competition correctly, take part in competition, and, through com- 
petition, achieve its own growth and development. It is deeply regrettable 
that our country's foreign trade enterprises—-though they have a unanimity of 
interests—-have displayed a series of irregular phenomena in the style of com- 
petition which is a sort of vicious competition and causes enormous losses to 
the partial interests of the enterprises and the whole interests of the state. 
The vicious character of competition is manifested as follows: 


1. They are only able to use price tactics in dealing with their opponents and 
they are not adept in using non-price tactics to gain the upper hand. We ad- 
vocate that principally non-price measures be used in competition, i.e., through 
such measures as paying close attention to market forecasts, improving manage- 
ment and operations, strengthening the services concept, raising the level of 
adaptability, and so forth, to establish a good reputation, create a well- 
known brand of goods, and gradually and firmly establish strong points in com- 
petition. We are not in favor of only using price tactics in taking part in 
competition but advocate confining such tactics to within a rational scale. 
The reasons are that if all foreign trade enterprises rely on paying higher 
prices in the country to procure their goods, this will tend to raise the 
level of commodity prices in the country and make the already irrational price 
structure even more irrational; and if all foreign trade enterprises lower the 
sale prices of their goods abroad, this will result in "fertile waters flowing 
to others’ fields," so to speak, and losses to the nation. 

2. Being adept in fighting an "internal war," but not so in an "external war." 
In their foreign trade activities, foreign trade enterprises must compete with 
their counterparts inside the country and also with their counterparts abroad. 
In consideration of socialist interests as a whole and the long-term interests 
of the enterprises themselves, we should strive to learn and grasp their 
technique and ability in international competition, so as to come out the 
winner, and add to the state's accumulation of funds. Unfortunately, many of 
our foreign trade enterprises, when confronting their opponents abroad, are not 
adept in grasping opportunities, or utilizing conflicts, to adroitly triumph 
over their opponents. In complex international competition, they have fre- 
quently appeared to be helpless and instances have been replete of losses or 
being out-maneuvered. On the contrary, when dealing with their contemporaries 
at home, they show great capability, are highly talented and display great en- 
durance when wrestling with their opponents. We can frequently see instances 

of this kind: a product of a certain enterprise had found its way into a cer- 
tain market, started to be marketable and to earn a good reputation. Inside 

the country almost immediately a horde of etnerprises with different brands of 
the same product will rise to the occasion, seek customers at random, lower their 
selling price, start a battle in confusion. It will end up with the utter 
collapse of the entire market and only then will everybody call a halt to it. 


3. Being accustomed to fighting alone and they lack the desire to join forces 
to form a united front against the outside. International trade is an exces- 
sively intensive "trade war." To win in the competition, even owners of private 
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capital whose economic interests are totally opposed to each other must try 

in every way to cooperate with each other so that through various combinations 
their competitive power can be augmented. Since our foreign trade enterprises 
must deal with international opponents who have the backing of various kinds of 
monopoly cliques, they must all the more be united and use strong economic 
force and marketing capability to cope with their international opponents. Un- 
fortunately, our foreign trade enterprises, suffering from the prolonged influ- 
ences of a natural economy and restrictions imposed by the current economic 
structure, have lacked the desire to join together against the outside. Rather, 
they have been fighting single-handedly and with their limited strength they 
have found it diffiuclt to cope with their economically strong international 
competitors. They have been unable to open up new markets and hardly able to 
gain a foothold in the international markets. 





The irregualr phenomena mentioned above reflect the serious defects in our 
country's economic structure and the foreign trade structure. The defects are 
outstandingly shows on two sides: 


First, foreign trade enterprises have not yet become economic entities possess- 
ing the power to operate autonomously. They are still appendices of the govern- 
ment at various levels. This generates two problems: one is that because they 
lack such power they do not have the initiative or flexibility to carry out 
foreign trade activities and they lack the power and conditions to attain self- 
development and self-transformation. The other is due to the financial system 
calling for the state to handle all receipts and disbursements in a unified 
manner and for the profits of the foreign trade enterprises to be wholly re- 
mitted to the state, with any losses to be subsidized by the state. Since 
enterprises are only responsible for profits and not for losses, the motiva- 
tion and pressure to improve management and operations, strengthen business 
accounting and raise profit levels are lost. 


Second, the current planning and financial structures have determined that the 
departments and regions have their own particular economic interests, thus de- 
marcating the spheres of interests of the departments and regions which is 
extremely harmful to the development of a commodity economy. In foreign trade 
activities, it has been found that markets and commodities which have gone 
through the trials of a severe "internal war," usually have the support of 
government at various levels and therefore foreign trade enterprises can boldly 
take part in competition without worrying about the consequences. 


Creating a Normal Environment for Competition 


We recommend that competition be fully utilized to promote the healthy develop- 
ment of foreign trade enterprises and our country's foreign trade. But to en- 
able the competition mechanism to play its normal role, it is necessary to re- 
move the various impediments to create a normal environment for competition. 
This is an important part of the reform of the economic structure. 


1. We should allow foreign trade enterprises to take part in competition in 
the true capacity of relatively independent economic entities. Through 
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appropriate y separating government and enterprise functions, foreign trade 
enterprises should be liberated from their status of being mere appendices of 
government departments at various levels and be allowed to obtain the decision- 
making power, power of disposal and control in such economic activities as 
planning, finance, labor and operations and marketing. They should have their 
own independent business accounting, be solely responsible for their own 
profits and losses, enforce the unification of responsibility, power and profit 
and thereby link the enterprise's operational conditions with the material in- 
terests of the staff members and workers. These are the most important and 
basic conditions for creating a normal environment for competition. 


2. In competition we should strive to change opponents into joint partners, to 
be united together to take part in the competition. A union should have the 
prerequisite of the enterprises possessing the power of autonomous operation; 
it should also result from competition among enterprises. This is because, on 
the one hand, the enterprises, for the sake of preserving their strength and 
preventing damages to both parties in the course of competition, hope that 
their comtemporaries, acting on the principle of equality and mutual aid, can 
jointly compile and observe the articles of association and become partners 
who have compatible interests. On the other hand, foreign trade enterprises, 
in order to augment their competitive power and obtain an advantageous position 
in international competition, hope that their unitary strength will be converted 
into collective strength and that together they can cope with their powerful 
international opponents and become partners whose economic interests are com- 
patible. Due to the complex nature of foreign trade economic activities, the 
association will be in diversified forms and have diversified channels: 
classified according to the participants. There may be a union between indus- 
trial enterprises and foreign trade enterprises, a union between agricultural 
enterprises and foreign trade enterprises, and a union among foreign trade 
enterprises; classified according to economic relations, there may be a union 
between production enterprises and specialized export jointly-run companies 
financed by, and participated in, by foreign trade enterprises, there may also 
be an economic group whose constituents may untertake to abide by their jointly 
compiled regulations in their activities in the sales market, and regarding 
sales prices and sales volumes. 





3. Foreign trade enterprises should take part in competition under the macro- 
economic guidance of the state. While foreign trade enterprises are relatively 
independent economic entities, their economic interests are of a partial or 
limited character. In order to satisfy the demand for certain economic inter- 
ests, at times they are liable to make certain business policies and operate in 
a manner harmful to the state and other enterprises. Hence, simultaneously with 


invigorating the foreign tra ~ terprises, it is necessary to strengthen macro- 
economic control, including istrative, judicial and economic control 
measures. by means of admin .ive and legal measures, foreign trade enter- 


prises must be instructed in what they can and cannot do, and how they can and 
cannot operate, thereby confining the economic activities of the foreign trade 
enterprises within the scope of the state's macroeconomic regulations. Economic 
measures should be employed to guide and influence foreign trade enterprises, 
guiding them in handling and expending their capital and services in an appro- 
priate manner so that our country's foreign trade structure will continuously 
become rational. 
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Formation of a normal competition environment will enable the competition 
mechanism and the law of value to function normally, avoid the appearance of 
vicious competition, and form a new and lively situation in foreign trade which 
envisages the existance of both competition and union of both microeconomic 
invigoration and macroeconomic control. 
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HE CHUNLIN ON ENCOURAGING FOREIGN INVESTMENT 
HK160731 Hong Kong LIAOWANG OVERSEAS EDITION in Chinese No 1, 5 Jan 87 pp 10, ll 


[Interview with He Chunlin, director of the State Council's Special Economic 
Zone Office and concurrently director of the State Council's Foreign Investment 
Leading Group, by unidentified LIAOWANG reporter, date and place not given] 


[Text] Rep»rter: In 1986, China continued to strengthen macroeconomic guidance 
and brought the targets for capital construction and application of foreign 
exchange under control. Under these circumstances, what problems do the 

special economic zones still have and what new progress has been made? 


He Chunlin: Early in 1986, the State Council called a special economic zone 
work conference in Shenzhen, to effectively strengthen the state's macroeconomic 
guidance, and further affirm the aim of building an outgoing economy focusing on 
industry, and integrating industry with trade. We can say that last year the 
special economic zones upheld the principle of "reducing capital construction, 
grasping production, upgrading levels and seeking efficiency." They overcame 
various difficulties in economic readjustment, and therefore embarked on the 
road to coordinated and sustained development. 


At the beginning of last year, as capital construction was readjusted and re- 
duced on a larger scale, targets such as first quarter industrial output 

values tended to drop. However, because readjustment was effective, beginning 
in the second quarter they started to rise continuously and steadily, and de- 
velopment tendencies were even better than expected. For example, although the 
investmetn scale of capital construction in the Shenzhen Special Economic Zone 
last year was reduced by 42 percent compared with 1985, and capital construc- 
tion investment in the first 9 months was decreased by 41.5 percent over the 
corresponding period of the previous year, the completed construction area in- 
creased and 117 factories were built and commissioned. It is expected that the 
total annual industrial output value of last year increased by 23 percent over 
the previous year and the total agricultural output value grew by 21 percent. 
The output value of industrial products exported to foreign countries in the 
first 9 months of last year already amounts to 43 percent of its total indus- 
trail output value, an increase of 11 percent over the corresponding period the 
previous year. It is expected that Shenzhen could earn $600 million foreign 
exchange through export trade in the whole year, which is a bigger increase. 
Growing synchronously with production and exports, revenue is also expected to 
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fulfill the plan for the year. The situation regarding direct investments made 
by foreign businessmen in Shenzhen was almost the same as in other parts of the 
country. Notwithstanding ti.at the number of investment items newly signed with 
foreign businessmen was actually reduced as compared with that of the previous 
year, direct investment by foreign businessmen grew 42 percent. Industrial in- 
vestment accounted for over 85 percent, and advanced technology items, export 
products, and large investment also increased. The situation in Zhuhai, Shantou, 
and Xiamen Special Economic Zones was once realtively slow. However, in the 
latter half of last year, with 45 foreign firms investing there, and industrial 
enterprises jointly developed with the interior going into operation, its reserve 
potential for economic development was intensified. In sum, through readjust- 
ment and consolidation made last year, economic structures in the speical eco- 
nomic zones have tended to become rational, their economic effectiveness is 
growing remarkably, and they have created some excellent conditions for 

greater development this year. 


Reporter: Would you please elaborate on the foreign investment situation? How 

many foreign enterprises are there in China and what is their economic effective- 
sa? 

ness? 


He: In recent years, our country's investment environment has been constantly 
improved, foreign-related economic legislation has been constantly strengthened, 
and economic relations with foreign countries have been constantly developing. 
Therefore we can say that the task of absorbing direct investment from foreign 
businessmen has achieved some initial results. In total terms, from 1979 to 
October 1986, over 7,300 enterprises with foreign investment were approved, and 
one third of them have started business or gone into operation. Of these, 

2,901 are enterprises jointly funded and run by foreign businessmen and China; 
4,228 are enterprises jointly run by foreign businessmen and China; 133 are en- 
terprises solely owned by foreign businessmen; 39 items involve jointly pros- 
pecting for and extracting undersea oil; the sum of foreign investment under 
negotiation reached $18.64 billion; and the real investment by foreign business- 
men amounted to $5.911 billion. In the past most foreign investors in China 
were from Hong Kong and Macao. Today they are diversified and extend to over 

50 countries and regions, including countries in Western Europe and North 
America. In the past, the proportion of direct investment made by Western 
Europe, and North America, Japan, and other countries, was less than 5 percent 
of the total; but at present it has increased to over 25 percent. 


Most enterprises with foreign investment which have already started business 

or gone into operation, can score better economic effectiveness. According to 
investigations in 1984, of the 238 enterprises with foreign investment in 
Shenzhen, 174 could make profits, 74.7 percent of the total enterprises. 
According to a sample survey of 131 enterprises conducted during the first half 
of 1986, 98 could make profits, 74.8 percent of the total enterprises. Three 
quarters of these enterprises could make profits. Of the quarter of money-Losing 
enterprises, apart from a small number of them which were mismanaged, most of 
them were new enterprises which suffered losses because their operation and 
production were not yet normal, and first year management fees were high. How- 
ever, generally speaking, in the second year they could make up the deficits 
and increase surpluses. The average profit rate of the 64 enterprises with 
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FOREIGN TRADE, INVESTMENT 


HE CHUNLIN ON ENCOURAGING FOREIGN INVESTMENT 
HK160731 Hong Kong LIAOWANG OVERSEAS EDITION in Chinese No 1, 5 Jan 87 pp 10, 11 


[Interview with He Chunlin, director of the State Council's Special Economic 
Zone Office and concurrently director of the State Council's Foreign Investment 
Leading Group, by unidentified LIAOWANG reporter, date and place not given] 


[Text] Reporter: In 1986, China continued to strengthen macroeconomic guidance 
and brought the targets for capital construction and application of foreign 
exchange under control. Under these circumstances, what problems do the 

special economic zones still have and what new progress has been made? 


He Chunlin: Early in 1986, the State Council called a special economic zone 
work conference in Shenzhen, to effectively strengthen the state's macroeconomic 
guidance, and further affirm the aim of building an outgoing economy focusing on 
industry, and integrating industry with trade. We can say that last year the 
special economic zones upheld the principle of "reducing capital construction, 
grasping production, upgrading levels and seeking efficiency." They overcame 
various difficulties in economic readjustment, and therefore embarked on the 
road to coordinated and sustained development. 


At the beginning of last year, as capital construction was readjusted and re- 
duced on a larger scale, targets such as first quarter industrial outpu~ 

values tended to drop. However, because readjustment was effective, beginning 
in the second quarter they started to rise continuously and steadily, and de- 
velopment tendencies were even better than expected. For example, although the 
investmetn scale of capital construction in the Shenzhen Special Economic Zone 
last year was reduced by 42 percent compared with 1985, and capital construc- 
tion investment in the first 9 months was decreased by 41.5 percent over the 
corresponding period of the previous year, the completed construction area in- 
creased and 117 factories were built and commissioned. It is expected that the 
total annual industrial output value of last year increased by 23 percent over 
the previous year and the total agricultural output value grew by 21 percent. 
The output value of industrial products exported to toreign countries in the 
first 9 months of last year already amounts to 43 percent of its total indus- 
trail output value, an increase of 11 percent over the corresponding period the 
previous year. It is expected that Shenzhen could earn $600 million foreign 
exchange through export trade in the whole year, which is a bigger increase. 
Growing synchronously with production and exports, revenue is also expected to 
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foreign investment in Tianjin reached 19.7 percent and the profit rate of en- 
terprises engaging in industrial production amounted to 24 percent, exceeding 
that of state-run enterprises. The foreign exchange revenue in the first half 
of last year could cover their expenditure with some surplus. 


Reporter: It is learned that the nubmer of newly signed contracts absorbing 
foreign investment, and the sum of money under negotia tion, dropped somewhat. 
What are the main reasons? 


He: Last year, the number of newly signed contracts concerning direct foreign 
investment really dropped considerably, or by about one third as compared with 
1985. However, actual foreign investment still grew by about 6 yo 7 percent. 
There are many reasons for the drop in numbers of newly signed contracts: 
First, higher demands have been set on the direction of foreign investment. 

As all localities exercised serious selection of items and focused on developing 
those productive items involving advanced technology, plus those items concern- 
ing foreign exchange through export trade, non-productive items like guest 
houses, hotels and so on have been brought under control. Second, having a 
tight money market and insufficient funds, China had to spend the limited funds 
on items which were most needed. Third, there were still actual problems in 
the investment environment which had not yet been solved. Because China's 
economic structure is being reformed and is still in the interactive process 
between the old and the new systems, the material, commodity, technology, and 
finance markets are not yet perfect. Economic relations have not yet been 
straightened out in the marketing of products, the purchase of production mater- 
ials, the accommodation of funds, the management of personnel, and so on. Some 
enterprises with foreign investment encountered problems which could not be 
promptly solved. As problems in production and operation became conspicious, 
enterprises with foreign investment felt uncertain and discouraged. The 
opinions of foreign businessmen regarding the investment environment also 
attracted the attention of the government, which adopted a series of measures 
to solve the problems. However, why was actual foreign investment still more 
than that of the previous year? This is because contracts which had been 
signed previously were right at their peak of investment and fulfillment. 
Meanwhile, of the contracts newly signed last year, the number of large- and 
medium-sized items on a bigger investment scale was greater than previous year. 


Reporter: Since last year, what new measures has China adopted to make enter- 
prises with foreign investment succeed? How are the "State Council Regulations 
for Encouraging Foreign Investment" implemented? 


He: In order to strengthen the leadership and coordinate the work of introduc- 
ing foreign investment, the State Council set up a foreign investment working 
group headed by State Councillor Gu Mu. The State Council promulgated these 
regulations for encouraging foreign investment. This document has given full 
expression to the guiding principles of our government to do this work well. 


Since the promulgation of the "State Council Regulations for Encouraging Foreign 
Investment," the response both at home and abroad had been good. On the basis 
of the "regulations," many provinces and municipalities in our country have 

enacted and promulgated specific regulations and measures in the light of their 
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actual conditions. So far, the provinces, autonomous regions and municipali- 
ties like Beijing, Shanghai, Guangdong, Fujian, Zhejiang, Shandong, Liaoning, 
Xinjiang, Guizhou, Shanxi, Guangxi, Hunan and so on, as well as the coastal 
cities like Guangzhou, Fuzhou, Xiamen, Dalian, Qinhuangdao, Qingdao, Yantai, 
Nantong, Lianyungang, Ningbo, Zangzhou, Quanzhou, Shenzhen, Zhongshan, Foshan, 
Jiangmen, and so on, have also promulgated specific regulations. The list of 
the first batch of export product and advanced technology enterprises entitled 
to preferential conditions has also been published. Some localities have set 
up leading groups for foreign investment and adopted the pattern of working 
together to solve problems and improve work efficiency. Some localities have 
set up "service centers for enterprises with foreign investment" to provide con- 
venience for foreign businessmen. State Council departments concerned are also 
enacting detailed rules and methods for implementing the “regulations." The 
"Regulations Concerning Decisionmaking Powers of Personel, Staff and Workers' 
Wages, and Insurance and Welfare Fees for Enterprises With Foreign Investment” 
enacted by the Ministry of Labor and Personnel, the "PRC Customs Office Regula- 
tions on Methods of Controlling Imported Materials and Components Needed by 
Enterprises With Foreign Investment to Fulfill Export Product Contracts," and 
so on, have been promulgated and implemented. Other detailed regulations are 
being vigorously enacted and are expected to be promulgated in the first quarter 
of this year, 


Reporter: Will you please talk about the prospects for thenew year and the 
main works to be done? 


He: In the new year, the stress of our country's work of absorbing foreign in- 
vestment will be to properly implement the State Council "regulations" and 
actually realize the policies. First of all, we should concentrate on effici- 
ently running the 7,000 plus enterprises with foreign investment, which have 
already been approved. This is the best "investment guide" to attract more 
foreign businessmen to come to China. We should strive as much as possible to 
create a more favorable investment environment for foreign businessmen to make 
investments in China and allow their products manufactured in China to be 

more competitive in international markets. In this aspect, the special economic 
zones, the coastal open cities and the coastal economic open zones, are entrusted 
with more works and should march at the head. I deeply believe that in the new 
year our country's investment work will create a better situation. 
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LIAOWANG EXAMINES CHINA'S TECHNOLOGY IMPORTS 
HK120319 Hong Kong LIAOWANG OVERSEAS EDITION in Chinese No 1, 5 Jan 87 pp 13-14 


[Article by Want Xiaodong (3769 2556 2639): "Results and Prospects for China's 
Technology Imports" ] 


[Excerpts] China's large-scale import of technology began in 1979. So far, 
more than 10,000 items of technology and equipment at the advanced level of 
the late 1970's and early 1980's have been imported, and China has paid more 
than 10 billion in foreign exchange for them. The imported technology and 
equipment is playing a positive role in economic construction. 


According to State Planning Commission statistics, during the Sixth 5-Year Plan 
between 1981 and 1985, China signed 1,300 technology import contracts with 
foreign companies to a total value of $9.7 billion. These backbone projects, 
which have a bearing on the national economy and the people's livelihood, are 
mainly in the energy, transportation, raw materials, and electrical machine 
industries. Some 50 percent of the imported technology items comprised tech- 
nological software, and some of the imported items filled technology gaps at 
home. This included the technology to build 300,000 and 600,000 kilowatt 
generators, AC/DC transmitting and transforming equipment, large-scale inte- 
grated circuits, computerized telephone exchanges for satellite ground stations, 
color TV kinescopes, and large steel plate slab mills. 


During the Sixth 5-Year Plan, 127 imported backbone projects, including the first 
phase of the Shanghai Baoshan Iron and Steel Complex, the Jiangxi copper plant, 
the Guizhou aluminum plant, the Beijing Dongfang Chemical Plant, the second 

phase of the Shanghai Petrochemical Factory, the Houlinhe Coal Mine's stripping 
and combined coal excavating equipment, were put into operation and produced very 
good economic results. 


According to a departmental study of imported technology items which have been 
put into operation in Beijing, Tianjin, and Shanghai, each yuan of investment in 
imported technology can increase output value by 2.5 to 2.8 yuan, and the invest- 
ment can be totally recovered within 2 to 3 years. According to a Tianjin study, 
145 out of its 411 imported items can make additional foreign exchange income of 
$334 million each year through increasing production of export goods, while the 
total foreign exchange cost of the 411 imported items was just $400 million. So 
foreign exchange used to import technology items can all be recovered within less 
than 2 years. 
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Of course, there are also some problems in the large-scale import of technology. 
For example, import work has not been brought under effective overall manage- 
ment and coordination, so that sometimes a number of departments or localities 
separately contacted foreign companies to import the same or similar technolo- 
gies, and teh import of some technologies failed to achieve satisfactory eco- 
nomic results. The State Council issued a circular in July 1985 to check dup- 
licated imports and ill-coordinated foreign discussions. It clearly stipulated 
the principles for enhancing the level of technology import, regulating and 
coordinating foreign business negotiations and overseas inspections, strengthen- 
ing understanding and mastering imported technologies, and raising the quality 
of equipment made by China itself so as to ensure the normal development of 
technology imports. 


Lu Dong, State Economic Commission minister, pointed out in a speech that in 
order to guarantee economic development momentum during the final years of the 
Seventh 5-Year Plan, we will continue to import thousands of technology items. 
The state will bear the foreign exchange cost of key items and projects, while 
minor items will be paid for by localities and enterprises with their own funds 
or loans contracted from the Bank of China. 
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PRC PLANS INCREASED EXPORTS OF 6 PERCENT in 1987 


HKO51012 Hong Kong TA KING PAO in Chinese 5 Jan 87 p 2 





{["Special dispatch" from Beijing: "China's Exports Are Scheduled To Increase 
by 6 Percent This Year"] 


[Text] It has been disclosed by the relevant departments that China's export 
plan for 1987 will increase by some 6 percent over 1986, reaching $27.5 billion. 


China's export plan for last year was $26 billion but the actual volume of 
exports reached $27 billion. The exports of textiles, handicraft articles, 
light industrial products, and local and livestock products were increased 

to offset the loss resulting from the reduced oil exports and falling oil 
prices. The exports of textiles along increased by more than $1 billion in 
1986 over 1985, reaching $5.3 billion, offsetting one-third of the loss in ex- 
port due to the falling oil prices and reduced oil exports, which amounted to 
$3.2 billion. Cotton became China's major export commodity, reaching more than 
$500 million last year. This has not only turned China from a cotton-importing 
into a cotton-exporting country but also transformed China into the second 
largest cotton-exporting country after the United States. In 1987 China will 
make further efforts to develop exports of the above products. Moreover, it 
will develop more new products in order to earn more foreign exchange and to 
support the economic reforms of the state. In particular, it will create 
favorable conditions to pave the way for the reform of the foreign trade 
system. 
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GU MU ON FOREIGN INVESTMENT IN HEILONGJIANG 
SK110510 Harbin Heilongjiang Provincial Service in Mandarin 2200 GMT 9 Jan 87 


[Text] Comrade Gu Mu, state councillor who is conducting investigations and 
study in Harbin, said on 9 January: Reform and opening to the outside world 
are a basic policy of our country and two wheels promoting its economic 
development. At present, in our efforts to facilitate the work of opening to 
the outside world, we should pay particular attention to the implementation of 
the State Council's 22-article regulations on encouraging foreign investment. 
Provincial and Harbin City leading organs should strengthen leadership, check 
all Chinese-foreign joint ventures or cooperative enterprises against the 
regulations, and help them solve practical problems so that the regulations 
can be carried out to the letter. 


Comrade Gu Mu's remarks were given after he heard reports by the provincial 
and Harbin City leaders at a forum of Chinese and foreign representatives of 
the Chinese-foreign joint ventures in Heilongjiang. 


Before the forum, Comrade Gu Mu also inspected some Chinese-foreign joint 
ventures in Harbin. 


Comrade Gu Mu also said: Heilongjiang started its work of opening to the 
outside world a little later than others, but has still scored some 
achievements. Heilongjiang has abundant natural resources, a fairly solid 
foundation for industrial and agricultural production, and a considerable 
scientific research and technical force, which constitute a great attraction 
for foreign investment. It will have great room for development in further 
using foreign funds to accelerate its economic construction. We must make a 
success of all the Chinese-foreign joint ventures which have already been 
started. We should dispel foreign investors’ misgivings with facts. This 
will be more persuasive than our manifestos, however many they may be. 


With regard to the problems revealed at the forum, Comrade Gu Mu pointed out: 
Decision making power that Chinese-foreign joint ventures are entitled to 
should be given to them totally so as to create a microclimate for enterprises 
invested in by foreign firms to exercise scientific management and improve 
economic results effectively. This will also provide experiences for our 
future enterprise reform. 





Comrade Gu Mu unequivocally stated to representatives of foreign firms at the 

forum: Our country's policies on opening to the outside world and encouraging 
foreign investment will not change. The 22-article regulations will certainly 
be implemented, and the purpose of foreign investment in China will certainly 

be attained. We welcome more foreign firms to invest in China. 


Comrade Gu Mu'’s speech won the warm applause of representatives of foreign 
firms. 
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GUANGZHOU OFFERS INCENTIVES TO FOREIGN INVESTORS 
HK230745 Guangzhou NANFANG RIBAO in Chinese 14 Jan 87 p 1 


[Report by Bing Heng (4426 5899), Jin Quan (6855 2938), and Chen Feng (7115 
2800): “Guangzhou Development Zone Promulgates Methods for Encouraging 
Foreign Investment, and Preferential Treatment Will Be Given to Foreign 
Businessmen in Eight Aspects”] 


[Text] The Administrative Committee of the Guangzhou Economic and Technical 
Development Zone held a news conference yesterday, promulgating “methods of 
the Guangzhou Economic and Technical Development Zone to encourage foreign 
investment” to encourage foreign businessmen to invest their money in export- 
oriented enterprises and enterprises with advanced technology (hereinafter 
referred to as “the two kinds of enterprises” for short). 


Apart from implementing the relevant stipulations of the State Council and 
Guangzhou municipality designed to encourage foreign investment, the Guangzhou 
Economic and Technical Development Zone will give foreign businessmen 
preferential treatment in the following eight ways: 


i. if the land deveiopment and se fees for “the two kinds of enterprises” 
are calculated and collected on a lump-sum basis, the annual fees per square 
meter will be reduced to 5 yuan. In other words, preferential treatment will 
be given in a form of subsidy. 


2. The social labor insurance funds for workers and staff members in 
enterprises invested by foreign businessmen will be reduced to 16 percent of 
the total wages of the workers and staff members of the enterprises. The 
funds must be paid to the labor administrative department before paying tax, 
and will be used as living allowances for the workers and staff members during 
the noncontractual period. 


3. Regarding conditions for investment and setting up factories, priority 
will be given to “the two kinds of enterprises.” 


4. Application of rules and regulations formulated by Guangzhou municipality 
on returning to “the two kinds of enterprises” unitary industrial and 
commercial tax for export products and export product tax will be extended to 
all enterprises invested by foreign businessmen in the development zone. 
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5. A market for regulating surplus and deficiency in foreign exchange will be 
set up in the development zone. Enterprises invested by foreign businessmen 
are allowed to use their funds in foreign exchange remitted from abroad. 
Foreign businessmen are also allowed to transfer abroad their trust deposits 
in foreign exchange and trust investment funds in foreign exchange according 
to contracts. 


6. With prior approval, enterprises in the development zone are allowed to 
recruit workers and staff members in other localities and villages. 


7. Working procedures will be simplified in order to enhance efficiency. 


8. Enterprises that have established links with the development zone and 
other state-operated enterprises are encouraged to run “the two kinds of 
enterprises” in the [word indistinct], and arrangements will be made in light 
of the methods for encouraging foreign investment. 
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PRC OFFICIAL ON INTERNATIONAL TRADE POLICIES 
0W190510 Beijing Domestic Service in Mandarin 1030 GMT 16 Jan 87 


[Text] Answering questions raised by foreign correspondents, a spokesman for 
the Ministry of Foreign Economic Relations and Trade pointed out today that 
China has not changed any of its policies of opening to the outside world, and 
that China will continue to promote its international trade during the new 
year. 


The spokesman added: China's exports kept growing in 1986, and its imports, 
which rose drastically for a time, were appropriately controlled. The 
development of foreign trade as a whole was sound and steady, he said. 


The spokesman said China's foreign trade has these four major features: 


1. Its trade deficits are decreasing: China's trade deficits in 1986 was 
$5.75 billion, or $2.66 billion lower than that of 1985. 


2. The quality of export commodities is improving. In 1986, the export of 
light industrial goods and textile products, in addition to being able to 
offset the losses incurred from oil export, increased by 4.2 percent over that 
of 1985. Export of electronics goods also increased significantly. This 
shows that the quality of China's export goods is increasingly better. 


3. The composition of import goods has become more rational. Compared with 
1985, China's import of new technology, key equipment, and some raw end 
semifinished materials, and certain supplies essential for economic 
construction increased markedly in 1986, whereas import of top-grade consumer 
goods deceased noticeably. 


4. Trade partners have become more diverse. In 1986, China's export volume 
to Hong Kong, Macao, Japan, and the United States stood at $14.59 billion, or 
over half of the total export volume; and export to Western Europe, Oceana, 
the Soviet Union, and Eastern European countries also increased steadily. In 
1986, export to the Soviet Union increased 23.9 percent over that of the 
previous year. 
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ECONOMIC ZONES 


ECONOMIC DEVELOPMENT ZONES IN COASTAL CITIES 


Hong Kong CHING-CHI TAO-PAO [ECONOMIC REPORTER] in Chinese No 50, 15 Dec 86 
pp 26-27 


[Article by Rui Gang [5360 4854]: "China's Economic and Technical 
Develcpment Zones Under Construction" ] 


[Text] At a meeting on coastal cities held by China's State Council in 
April 1984, a decision was made on opening 14 more coastal cities, including 
Tianjin, Shanghai, Dalian, Qinhuangdao, Yantai, Qingdao, Lianyungang, 
Nantong, Ningbo, Wenzhou, Fuzhou, Guangzhou, Zhanjian, and Beihai, following 
the establishment of the four special economic zones in 1979. Next, plans 
were made to set up economic and technical development zones of various 
sizes in these open cities. Serving as "windows" for the open cities to 
attract foreign investment and import technology, the development zones are 
expected to have a great impact on the development of economic cooperation 
and trade between China and foreign countries. 


In the past year and more, approval has been given by the State Council for 
the establishment of 13 economic and technical development zones in the 
following cities: Dalian, Tianjin, Qinhuangdao, Qingdao, Yantai, 
Lianyungang, Nantong, Shanghai, Qingbo, Fuzhou, Guangzhou, and 

Zhanjiang. 


About the Development Zones 


Dalian Economic and Technical Development Zone: It is located at Maqiaozi 
Village, Dagushan Township, Jinxian County, 33 km northeast of Dalian City 
and facing the Yellow Sea. Construction began on 15 October 1984. The 
development zone will occupy an area of 20 sq km. In the initial phase, 

a 3-sq-km industrial district and a 2-sq-km residential area will be built. 
In the past 2 years, main roads, drainage and sewer systems, high-tension 
power-transmission lines, microwave communications systems, and other 
infrastructures have been completed. More than 20 projects, occupying 
some 250,000 square meters, are under construction. 


Qinhuangdao Economic and Technical Development Zone: Construction began 
in April 1985. The 2-sq-km development zone is near the center of the 
city, mext to the railway and highway between Beijing and Shanhaiguan, and 
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1 km from the Qinhuangdao harbor. The initial phase covers an area of 

0.62 km. Underground and some surface facilities, such as water-supply, 
drainage, power, telecommunications, and transportation facilities, have 
been completed in preparation for overseas investors to build factories. 
The development zone is mainly for technology-intensive industries, such as 
glass, machinery, electronics, instruments and meters, light and textile, 
and food industries. Four Chinese-foreign joint ventures are now under 
construction. 


Tianjin Economic and Technical Development Zone: Located near Tianjin's 
new harbor on the Bo Hai, it will occupy a total area of 33 sq km. A 3-sq- 
km area will be developed first. Construction began in December 1984, and 
a basic environment to attract foreign investment is taking shape. 


Yantai Economic and Technical Development Zone: Construction began in 
March 1985. The overall plan covers an area of 10 sq km. In the first 
phase of development, a 2-sq-km industrial area and an accompanying 1l-sq-km 


residential and service area will be built. Tne development zone lies on the 


coast west of Yantai City. It is very close to railway, harbor, and high- 


ways. It has signed contracts and agreements with overseas investors on more 


than 20 projects. 


Qingdao Economic and Technical Development Zone: The development zone is 
located in Huangdao on the opposite shore of the bay 2.26 nautical miles 
across the sea from Qingdao City. An area of 152 sq km has been staked out 
for the development zone. There are many inlets along the shoreline, ideal 
for harbor construction and development of ocean shipping. Construction 
work began in March 1985. So far, 15 sq km of ground have been cleared, 
and work is now concentrated on developing a l-sq-km section. An overall 
economic development plan for the zone is being drawn up. Decisions have 
been made on establishing five commodity production bases, producing 
fruits, vegetables, aquatic products, export products, and building 
materials. 


Lianyungang Economic and Technical Development Zone: Lianyungang City lies 
at the eastern end of the Long-Hai Railway and borders on the (East China 
Sea). The development zone is right alongside the railway. It will occupy 
a total of 10 sq km. Construction began at the end of September 1985. The 
initial phase of development, on 1.3 sq km, will be carried out in three 
stages. The first stage, on a 0.35-sq-km tract, includes an industrial 
area with 25 enterprises and a combined service area with shops, service 


trades, cultural facilities and management organizations. The first stage 
construction is scheduled for completion in 1987. The second and third 
stages of construction will be completed before 1990. By that time, 80 to 
100 enterprises will be established here. The development zone has held 
talks on more than 10 proposals for overseas investment and technology 
imports. 

Nantong Economic and Technical Development Zone; The development zone will 
occupy a total area of 4.62 sq km, located 11 km southeast of Nantong City. 





Construction will be completed in three stages. The first stage construction, 
on a 1,65-sq-km tract, began in September 1986. The plan calls tor investments 
of 495 million yuan and buildings totaling 578,400 square meters, mainly for 
setting up Chinese-foreign joint ventures, cooperative enterprises and foreign 
enterprises. The development zone is conveniently located. Preparations 

are under way for the opening of ferry services linking the development zone 
with Shanghai and southern Jiangsu. The large harbor area near the develop- 
ment zone is also being expanded. 


Shanghai's Minhang and Hongquiao Economic and Technical Development Zones: 
The Minhang development zone is located in Minhang District in southwestern 
Shanghai. It is planned to occupy an area of 2.13 sq km. In the past 

2 years and more, 13 km of roads, water and sewer systems, power cables, and 
telecommunications lines have been built and installed. 


The Hongqiao development zone is in the western suburb of Shanghai, occupy an 
area of 0.625 sq km. The infrastructure here is largely completed. A number 
of combined consular buildings are now under construction. 


Fujian Economic and Technical Development Zone: Located near Fuzhou, it is 
known as the Mawei development zone. Construction began in July 1984. It 

will occupy a total area of 23 sq km. The initial phase to develop a 4.4-sq-km 
area is now in progress. The development zone will bring in investment 
capital, advanced technology and management methods from abroad for the 
development of technology- and capital-intensive light industries. Priority 
will be given to imports of electronic equipment, instruments and meters for 
the shipbuilding, sea-fishing and aquatic-products-processing industries, 

and technology and equipment for the garment, beverage, and food industries. 


Guangzhou Economic and Technical Development Zone: It is located to the east 
of the Huangpu harbor. Ground was broken in December 1984, and construction 
was in full swing in 1985. The 9.6-sq-km development zone is divided into 
six sections including a general section, an industrial section, a tourist 
section and so forth. Construction will be by stages and in groups, to be 
completed before year 2000. Under construction now are the Nanwei general 
section and the Gangqian industrial section, which occupy 2.6 sq km. An 
industry building, an S&T building, an information center, an electronics 
building and other buildings will be built in 4 to 5 years. At present, 
roads, water-supply, communications, power, and other infrastructures are 
basically completed, and the area is ready for investment by Chinese and 
foreign businesses, 


Zhanjiang Economic and Technical Development Zone: It will occupy a total 

area of 9,2 sq km. Construction began in April 1985. The initial phase 

of construction, on sq km, includes 7 km of roads and power-supply, water- 

drainage, sewer, microwave communications, and other facilities. According 
to plans, some 100 enterprises will be built here by 1990, 
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Making Progress 


Fairly good progress has been made at the development zones in the past year 
and more. Some results have been achieved. So far, more than 100 agree- 
ments have been signed on projects using foreign funds. Construction of the 
development zones has the following features. 


1. Attention Is Paid To Building a Good Infrastructure and Create a Good 
Basic Investment Environment for Foreign Investors. In 2 years' time, the 
Shanghai Minhang development zone, one of the earliest established, has 
completed power, water, telecommunications, roadbuilding and ground-leveling 
work according to plans. In the meantime, factory buildings, warehouses, 
office buildings, residential housing and other structures, with a total 
floor space cf more than 100,000 square meters, have been built. Thus a 
fairly good investment environment has been formed. Three enterprises, 
including the Huanqiu Toy Co, a Shanghai-Hong Kong joint venture, have now 
opened for business at Minhang. Two other enterprises, including a joint 
venture and a foreign enterprise, are completing their registration procedures 
and will open soon. In addition, more than 20 projects are under negotiation. 
The Hongqiao development zone has completed infrastructure construction. 

Two hotels, the Yangzijiang Hotel, a Chinese-foreign joint venture, and the 
Pacific Hotel, a cooperative enterprise, are under construction. Still in 
the planning stage are a number of high-rise buildings including the Shanghai 
International Trade Center and the Lianhua Building. 


Work at the Qingdao development zone has concentrated on improving the 
investment environment, since the foundation stone was laid more than a year 
ago. A 1,500-kW temporary power supply line has been installed, insuring 
power supply for the construction sites and some enterprises. Installation 
of regular power supply lines will begin within this year. Domestic and 
international telephone and teletype exchanges are in operation. A 2,000- 
channel program-controlled telephone system will be in service this year. 

A transportation network has been completed for a 1-sq-km section ot the 
development zone, and external highways are open to traffic. Two general-- 
purpose plant buildings and one industrial warehouse have been built. When 
large-scale development of Huangdao begins, large numbers of people and large 
quantities of materials will be arriving, and transportation beiween Qingdao 
and Huangdao will become an urgent problem. The state has now approved the 
construction of a railway between Jiaoxian County and Huangdao. Qingdao City 
has invested more than 35 million yuan and employed more than 1,200 men this 
year to build the facilities for a ferry service across the bay between the 
city and Huangdao on a rush basis. The work is now half-finished, and will 
be completed before the end of the year. The development zone has signed 

63 prospectuses and agreements with foreign firms. Formal agreements have 
been concluded on six joint ventures and cooperative projects. Some of the 
projects will begin construction within this year. 


The Dalian development zone began first phase construction in October 1984. 

By the end of July this year, the development zone had invested 243.73 million 
yuan for the construction of water-supply, sewage-treatment, communications, 
power-supply, and transportation facilities. Apartment houses and a primary 
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school totaling 27,000 square meters in floor space are under construction. 

A feeder railway, a highway leading to the center of Dalian City and a waste 
water treatment plant will begin construction at the end of the year. Since 
1984, 13 Chinese-foreign joint ventures and cooperative enterprises have been 
established here with a total investment of $17.4 million. The most recently 
established are an oil refinery, a joint venture with a Hong Kong firm, and 
an ethanol plant, a Chinese-U.S. joint venture. 


2. The Development Zones Place Their Emphasis on New Products and New 
Technology. Of the more than 100 agreements signed on projects using foreign 
funds, 13 percent are for developing new products and new technologies. The 
Guangzhou development zone, the Guangdong Provincial People's Hospital and 
the U.S.-Australian Pacific Biomedical Cor have set up a plant as a joint 
venture for the production of artificial mechanical heart valves. The 
products have a service life of 20 years, 2.5 times that of similar domestic 
products. The Guangzhou development zone and Zhongshan University have 
jointly established a new material and technology development ccnter to 
develop new fire-resistant materials. The two projects have all begun 
production in small batches. Computer software produced by the Dongfang 
Computer Corp in the Dalian development zone won awards at the national 
electronic computer exhibition. Four Chinese-foreign joint ventures are 
under construction at the Qinhuangdao development zone. One of them, the 
Huayan Bongdi Tube Corp, a Chinese-Australian joint venture, will produce 
Bongdi tubes, which can be used as refrigerator radiator tubes, filling 

a gap in China. 


3. The Development Zones Are Export-Oriented. More than half of the agree- 
ments signed by the developmen zones with foreign firms are for projects 
designed to turn out export pro. cts and earn foreign exchange. The 

Danhua Bicycie Plant, a joint venture between the Tianjin development zone 
and a Danish firm, has trial-produced some 2,000 high-grade sports bicycles. 
According to their contract, 80 percent of the plant's production will be 
exported, earning $12 million in foreign exchange each year. The Yadong 
Standard Parts Plant, a joint venture between the Yantai development zone 
and a Hong Kong firm, began operation at the end of 1985, and 80 percent of 
its products are for export. The Yaoxing Marine and Livestock Products 
Processing Plant is a joint venture by the Zhanjiang development zone and 

a Hong Kong firm. It has imported quick-freezing equipment of advanced 
standard of the 1980's from the United States. Fresh products can be quick- 
frozen to 50 degrees below zero centigrade in 2 to 5 hours, and remain fresh 
for 6 months to l year. It has also set up a breeding farm of more than 
4,000 mu jointly with local villages, and products, including shrimps, crabs, 
etc., are frozen and processed for export to Japan, Europe, and the United 
States, earning increasing amounts of foreign exchange. A fur-processing 
plant jointly set up by the Dalian development zone and a Japanese firm 
produces quality furs, all for export. 


Bright Future 


Construction of the economic development zones is an important way for 


e 
zovernments at various levels to implement the policy of opening to the 











outside world. Attraction and utilization of direct investment abroad will 
have a great impact on developing China's planned commodity economy. In 

the past 1 or 2 years, more and more overseas investors have come to the 
open cities and development zones, and the size of investments, either in 
contract amounts or in funds actually invested, has also increased rapidly. 
However, the present investment climate is still not quite satisfactory. 
Recently China's State Council announced the provisions for encouraging 
foreign investment with 22 articles. Several provinces, municipalities and 
autonomous regions, particularly those in the eastern coastal regions, have 
formulated corresponding preferential policies and adopted special flexible 
measures for overseas investors according to the State Council's “provisions' 
and in light of local conditions. This is conducive to further improving 
the investment climate and creating still better conditions to attract 
foreign investment. For example, the Lianyungang development zone is offer- 
ing preferential treatment in taxes to foreign enterprises: Beginning from 
the year they make a profit, enterprises which will be in operation for at 
least 10 years will be exempt from income tax in the first 2 years, and will 
have their income tax cut in half in the third through the fifth years. 
Before 1990, foreign enterprises in the development zone will also be exempt 
from local income taxes. The term of joint ventures using foreign investment 
may be extended to 40 to 50 years according to circumstances. All this is 
far more favorable than in the past. 


The development zones are investing more money to further improve the 
infrastructure and provide a better investment environment for overseas 
investors. The Qingdao development zone will invest more than 2 billion 
yuan in the next 5 years to build a new oil harbor with an annual 
cargo-handling capacity of 17 million tons and a large coal and sundry 
goods wharf also with an annual cargo-handling capacity of 17 million tons. 
It alsu plans to set up 40 to 50 enterprises. At present, nearly 10,000 
builders have arrived at the Huangdao development zone to work at the 
construction sites of wharves and other facilities. 


As the investment climate continues to improve, and as efforts are being 
made to modernize the management system, more and more overseas investors 
will be attracted to the development zones. 
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ECONOMIC ZONES 


PRC TO DEVELOP 17 ZONES BY TURN OF CENTURY 
HKO30710 Hong Kong ZHONGGUO XINWEN SHE in Chinese 1245 GMT 2 Jan 87 


[Text] Tianjin, 2 January (ZHONGGUO XINWEN SHE)--According to a report by 
KAIFA BAO today, China has preliminarily selected 17 zones as the main areas 
for comprehensive territorial development by the turn of the century and has 
worked out relevant development plans. These zones include the Bei jing- 
Tianjin-Tangshan area, the Shanghai-Ningbo-Hangzhou area, the area along the 
lower reaches of the Chang Jiang, and the Zhu Jiang Delta. 


Someone working in China's territorial planning office said that these zones 
also include the central and southern parts of Liaoning, the area along the 
middle reaches of the Chang Jiang, Hainan Island, the Jiaodong Peninsula and 
the mouth of the Huang He, the Southern Fujian Delta, the energy bases with 
Shanxi as the center, the area along the Chang Jiang between Chongqing and 
Yichang, and the Harbin-Changchun area. 


An industrial structure, chiefly of the knowledge-intensive type and the 
resource-intensive types, will gradually be established in the Bei jing- 
Tianjin-Tangshan area, and a technology market will be cpened up, so that this 
area may become an important center for technological and information 
exchange. The strong points of Tangshan in regard to iron and steel, 
construction materials, coal, and electric power will be fully developed so 
that this city may become a heavy industrial base. 


The Shanghai-Ningbo-Hangzhu area and the area along the lower reaches of the 
Chang Jiang will be built into the central and largest economic zone in China 
and a base area for the processing industry and foreign trade, with the new 
characteristic of being capable of producing high-grade, precision, and 
advanced products. A large tourist area will also be opened up in this part 
of the country, with Hangzhou, Suzhou, and Huangshan as the center, south from 
Ningbo, north to Nanjing, east from the seashore, and west to Huangshan. 


The southern and central parts of Liaoning will be built into the Largest 

industrial base in China, with metallurgy and machinery as the main lines of 
production. The brown coal resources in Nei Monggol will be tapped and more 
pit-head power stations will be built. At the same time, some harbor power 
plants and nuclear power plants will be established in some selected coastal 


areas. 











In the Zhu Jiang Delta, Guangzhou, Shenzhen, and Zhuhai will be the main areas 
for development. They will become “windows” for opening up to the outside 
world, export bases, and centers of international economic, technological, and 
information exchange. 


The area along the middle reaches of the Chang Jiang, with Wuhan as the 
center, will be developed into an economic corridor with traditional 
industries and those demanding higher transport volume and higher consumption 
of water as the main body. Dongtinghu, Poyanghu, and the Jianghan Plain will 
become China's major bases for producing agricultural commodities. 


Hainan Island will become China's largest tropical industrial crop production 
base. 
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ECONOMIC ZONES 


ECONOMIC MEETING OF CHANG JIANG KEY CITIES CONCLUDES 
HK160218 Wuhan Hubei Provincial Service in Mandarin 1100 GMT 15 Dec 86 


[Text] The second meeting of the economic coordination conference of key 
cities along the Chang Jiang was held in Wuhan from 12 to 14 December. 
Delegations from the governments of 23 cities including Shanghai, Nanjing, 
Wuhan, Chongqing, Nantong, Shashi, and Dukou discussed plans for the joint 
economic development of the Chang Jiang basin. 


An Zhiwen, Vice Minister of the State Commission for Structural Reform and 
secretary of its party group, and well-known economist Tong Dalin attended the 
meeting. 


The meeting held: joint efforts to develop the Chang Jiang must be based on 
the cities along the river and on regional links, with the river as the tie 
and with the establishment of a market in the basin as the point of 
breakthrough. We should speed up the development of commodity economy and 
reach the goal of prosperity for all. 


The meeting proposed that the main tasks of the coordination conferences next 
year are to bring into further play the role of the city governments in 
organizing and promoting lateral ties and setting the scene for the 
enterprises; to continually develop new fields of cooperation; and to focus on 
joint efforts in fcreign trade, and especially the export of machinery and 
electrical products. It is necessary to organically integrate cooperation 
between regions with cooperation in different fields, stimulate the cargo 
storage wharfs along the river to open up to society, and promote the 
development of local waterway transport undertakings. 
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ECONOMIC ZONES 


BRIEFS 


LI PENG INSPECTS WORK--From 19 to 21 December, Li Peng, member of the 
Politica! Bureau of the CPC Central Committee, secretary of the secretariat, 
vice premier of the State Council, inspected and guided the work of Zhuhai 
City. Vice Premier Li Peng showed great concern for the construction of 
Zhuhai Special Economic Zone. He inspected a number of export-oriented 
factories and enterprises and tourism spots. He inquired about and wanted to 
understand the situation in industry, agriculture, communications, energy 
resources, and tourism in the Zhuhai Special Economic Zone. After Listening 
to the report made by Liang Guangda, mayor of Zhuhai City, Vice Premier Li 
Peng expressed satisfaction with the development of Zhuhai City. He said: 
Over the past few years, Zhuhai has undergone a very big change and developed 
very quickly. I am very glad to see this. [Text] [Guangzhou Guangdong 
Provincial Service in Mandarin 0400 GMT 24 Dec 86 HK] /12913 
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DOMESTIC TRADE 


HUBEIL, HENAN, ANHUI INVITE DABLESHAN INVESTMENT 
OW112058 Beijing XINHUA Domestic Service in Chinese 0207 GMT 6 Jan 87 
[By reporter Zhuo Peirong and Wang Man] 


[Excerpts] Beijing, 6 January (XINHUA)--The Hubei, Henan, and Anhuk 
Provincial People's governments and the concerned prefectures and cities in 
these provinces have successively formulated policies recently to provide 
favorable conditions to attract enterprises and people of all walks of Life at 
home and abroad to the Dabieshan area--which sits astride the borders between 
the three provinces--to build various kinds of economic and technological 
cooperation projects as part of the efforts to help the people of the old 
revolutionary base areas in Dabieshan Area to shake free of poverty and become 
prosperous. 


The favorable conditions include preferential treatment in tax and profit 
payments by enterprises and individuals who come to the poor areas of 
Dabieshan to invest in factories or joint ventures. The preferential 
treatment offered by Hubei Province calls for exemption or reduction of income 
tax, exemption of construction tax, and a 5O percent cut in land use free for 
projects new to the area for the first five years. For those engaged in 
building local and special products centers, there will be no special products 
tax for the first five years. For those who transfer technologies to the 
Dabieshan Area and operate businesses thee under the technological job 
contracting system, there will be a 50 percent reduction in income tax as long 
as the contract lasts. The decision made by Henan calls for exemption of 
income tax and reduction or remission of product tax. It will levy no income 
tax on the incomes derived by higher institutions, scientific research units 
or individuals from transfer of research results or by offering technical 
services. The three provinces have also made decisions respectively to 
provide various services and conventences to the enterprises and individuals 
who take part in the economic development in the Dabieshan Area. 
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FINANCE, BANKING 


PROSPECTS OF SHANGHAI AS FINANCIAL CENTER DISCUSSED 
Hong Kong WEN WEI PO in Chinese 31 Oct 86 Business News p 4 


[Article: Excerpts from the JAPANESE ECONOMIC NEWS translated by 
He Zheng [0149 6154]: "Shanghai Could Reclaim Status as Financial Center"] 


[Text] In the 1920's and 1930's, before the liberation, most foreign-owned 
banks could be found in the waterfront Bund along the Huangpu Jiang; the 
Shanghai brnach of the People's Bank of China (a central bank), is also 
located here. In one of the offices, the chief of the Foreign Affairs and 
Foreign Currencies Administration Department, Zhu Xiaohua [4281 1420 5478], 
spoke on the issue of "the prospects of Shanghai's becoming a financial 
center in the future," 


Plans Have Been Submitted to the State Council 


"There are possibilities, and we have already submitted a long-term plan to 
the State Council," Zhu said. This plan is a rough draft focusing on the 
bank's financial research center in its Shanghai branch. Contents of the 
plan were not disclosed, but it is learned that it even includes a dis- 
cussion on the functional position of Shanghai in the Far Fast, and is a 
formalized presentation. 


By the year 2000 what level of financial capabilities will Shanghai have 
achieved? Zhu said: "Our goal is to achieve 50 percent of the 1930's Level." 
In 1932, there were 6/7 banks in Shanghai which represents 43 percent of all 
banks in China. According to a 1937 statistic, of the 29 foreign banks 
nationwide, 27 were located in Shanghai. We can see that the aforementioned 
plan is an ambitious one. 


Aiming at 50 Percent of the 1930's Level 


However, a plan is just a plan; when it comes to realities, there are many 


problems. First of all, communications is vital to financial operations, 
and how sophisticated is Shanghai's system? As far as personnel is 
concerned, at present there are fewer than 30,000 people working in the 
financial organizations; the plan hopes to increase that to /0,000 or 80,000 
by the year 2000, but reportedly that could be a problem. Laws pertaining 


to financial matters are yet to be perfected. And more important, "thos: 





high-level leading organs which lack understanding of financial matters must 
modify their thinking" (in Zhu's words). However, recently a series of 
financial reforms have taken place in Shanghai financial circles which are 
related to the goai of turning Shanghai into a financial center. On 26 August 
the first nongovernment bank in China, the “Shanghai Aijian Financial Trust 
and Investment Corp" was opened; it mainly handles overseas capital-raising 
activities, including bond issues, foreign exchange deposits, and handles 
loans for organized financial groups. 


Changes in the Financial Scene 


The Shanghai Municipal Trust and Investment Corp will establish a banking 
department early next year to expand its present financial operations: 

"in addition to foreign currency deposits, it will also launch credit card 
business." 


Up to now, the financial market is gradually laying the groundwork: various 
specialized banks in Shanghai have launched bill-acceptance, bill-discount, 
and other businesses; the municipal Bank of Industry and Co~merce alone 

has handled 8,000 such transactions with a total value of 1 billion yuan. 
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FINANCE, BANKING 


DEVELOPMENT OF SHANGHAI'S CAPITAL MARKET 


Shanghai CALJING YANJIU [THE STUDY OF FINANCE AND ECONOMICS] in Chinese No 10, 
3 Oct 86 pp 23-27 


[Article by Shi Li [4258 0632]: "Shanghai Should Be Given More Flexibility To 
Develop a Capital Market") 


[Excerpts] As China's largest economic, trade, and information center, 
Shanghai is located at the center of the internal and external fans and serves 
as a bridge linking the domestic and external economies. This objectively 
requires it to increase its ability to attract funds and shoulder more of the 
responsibility of pooling and distributing funds in the nation. During the 
Seventh 5-Year Plan, Shanghai should tackle the estaklishment of a capital 
market as an essential part of its transformation into an “open, multi- 
functional" urban center so as to speed up the implementation of the 
municipality's economic development strategy. 


(1) 


In the current transition between the old and new financial systems, the 
establishment of a capital market in Shanghai demands that we solve these 
problems: 


1. Specialized banks are not operated like enterprises and lack the eneruy, 
incentive and dynamism to participate in opening up and establishing a capital 
market. 


The CPC Central Committee proposed in the Seventh 5-Year Plan, "Al! 
specialized banks should steadfastly adhere to the reform direction of 
commercialization." “They are authorized to issue loans in accordance with 
the plan and credit policy made by the state and, at the same time, assume the 
risks and responsibilities of maki:g loans." This is a far cry from the way 
Shanghai's various banks are operated today as demonstrated most conspicuously 
in the following three ways. First, Shanghai follows an essentially 
fragmented management system in the distribution of funds. While the head 
offices of the specialized banks have severed the lifeblood of fund supply to 
the branches in the municipality, they maintain a system of vertical 
management in such matters as financial accounting, the payment of taxes and 
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its, the determination of the percentage of profits to be retained, 

as the banks' own development plan and fund deployment. As a result, th: 
location and utilization of funds have become detached from the distribution 
- benefits, which militates against mobilizing the business initiative of the 
anches. Second, specialized banks are overburdened as the sole supplier of 
unds. At present they are the only source of working funds for enterprises. 
Consequently they carry an excessive credit burcen and there is a shortage of 
funds, particularly a shortage of accessory wor).ing funds after fixed assets 
projects are completed and go into operatior. The result: "Countless 
enterprises go in for fixed assets projects, put only one bank supplies 
working capital." Third, grassroots financial institutions are subject to 
vertical control by municipal branch banks. The various district offices and 
subbranch banks do not have the necessary autonomy to make loans, revise 
interest rates, regulate funds, establish new lines of business, or deal with 
financial or personnel matters, so they cannot carry out independent 
accounting or function like independent businesses. On the other hand, they 
assume no lending risks and no legal or economic liability in case funds are 
lost. The upshot is that the credit funds supply situation has remained 
basically unchanged. Under these circumstances, grassroots banking 
institutions have no incentive to raise funds or balance their credit income 
ind expenditure. Nor are they very good at it. 
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The scale of credit in Shanghai is too tightly controlled. There is only a 
limited amount of extra-budgetary funds for circulation, which means that 
insufficient funds exist at the moment for the establishment and development 
‘f a capital market. 


It is banks, other financial organizations, enterprises, and institutions 
which mainly generate the funds for a capital market, require such funds, and 
act as middlemen in it. How much funds they have on hand to a large extent 
letermines the scale, scope, amd functions of the capital market. If we look 
it bank funds, however, the 1986 credit target approved for Shanghai by the 
head office of the People's Bank amounts to only one third of the demand for 
funds With a yawning gap between the supply and demand of funds, it is 
impossible to squeeze out additional funds from the existing pie to support 
horizortal economic cooperation between enterprises or inter-bank borrowing 
ith inst.tutions in sister provinces and cities. As for extra-budgetar, 
inds, i: 1985 they were equivalent to less than 40 percent of Shanghai's 
oudgeted funds, in sharp contrast to the situation nationwide where extra- 
budgetary funds exceeded 80 percent of budgeted funds. 


In Shanghai, financial institutions are few and far between, banking 
perations lack variety, and the trust operations of various specialized pank: 


ire so hemmed in that the major channels for horizontal fund circulation are 
locked. 
basic requirement for creating and building a capital market is a decent 
"ber of financial institutions so that all manner of fund suppliers and 
lemanders at various levels can establ 1 contact with one another through 
nancial institutions. That way fund suppliers and demanders are provided 


inancial services. What we ha in Shanghai today, however, is still a 
of specialized banks trenched in its own fief, while other 





financial institutions are "as sparse as the morning stars." 
seriously out of step with Shancnai's position as a financial center. 


4. There is excessive contro] on the price of fund-interest rate, ma 
hard for funds to circulate w impeded horizontally. 


From the angle of opening and building up a capital market, th 
drawbacks of current interest rates are: 1) Interest rates on 
deposits between the People's Bank and specialized banks are so low that 
practically encourage the .atter to eat out of the former's big pot. 
example, the interest rate on loans made by the People's Bank is 3.9 per 
lower than the average cost specialized banks have to pay for abs 
deposits. The result is that these banks would rather apply to the Peo 
Bank for loans than borrow from one another as a way to expand their 
funds. Here lies an important reason why an inter-bank borrowing mar 
not come into existence. 2) Under existing enterprise shares 
management rules, dividends and interest rates on loans must not & 
percent of the value of the shares, bonds, or loan. At a time when the 
feverish demand for funds, 15 percent has effectively become the 


interest rate and cannot be lowered. In contrast, interest rates 
loans are too rigid and low and lack flexibility. Enterprises would 
borrow from banks than raise funds through more direct fund-raising 
Hence the immense difficulties of building a stocks and bonds maz 


Interregional horizontal fund circulation still has to abide by the int 
rate standards set by the head office of the People's Bank. The inabi!i* 
interest rates to fluctuate at a time when the time periods, risk 
liabilities of fund circulation and outside the municipality are differ 
effect deprives free, interregional fund circulation of its direct. 
drive. Currently Shanghai's funds flow in just one direction--outward 
an essential reason for this, besides the tight money situation nat) 

local administrative intervention, is that interest rates cannot 
attract funds to Shanghai from all over. 


5. A sound, comprehensive economic and financial legal environment 


Right now Shangha' still lacks the essential laws and regulations t 
horizontal fund circulation and the normal operation of a fund market 
company law, notes law, and bankruptcy law. Also absent are aut! 
financial arbitration and executive machinery. For instance, wher 
two different localities borrow from and invest in each other, the 
guarantee that the lender will recoup his principal on schedule. Nor 
local People's Bank or various specialized banks intervene effect 
ensure that a lending contract is honored. This crimps interre 
Circulation. 


\ 
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The following measures have been put forward as ways to re! 
system: 
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Fourth, the central government should support Shanghai in developing 
horizontal, interregional economic linkages. In developing such linkages, it 
should follow the trickle-down approach, focusing on urban economic centers, 
and give preference to those centers in the hope that they will bring along 
the entire region. "Comprehensive balance" should not be over-stressed so as 
to avoid spreading funds too thin. 


2. Increase the number of financial institutions systematically and establish 
an all-round financial business and service system that is multi-level and 
diversified and will feature both fund circulation centers and overlapping 
lines of business. 


Adjusting and increasing the mumber of financial institutions is a necessary 
step in opening and building up a capital market. We believe that apart from 
perfecting the existing banking system, we can form a three-level fund 
circulation network: 


First, a network of non-bank trust and investment companies. As extra- 
budgetary funds expand, a large part of investments are distributed through 
the long-term investment market. To channel substantial amounts of idle 
social funds into profitable investment projects, we need to establish 
intermediate financial institutions in order to facilitate horizontal fund 
‘irculation between enterprises and different sectors. Consideration may bk 
given to the following: 1. Spin off the trust departments of the existing 
specialized banks and form them into a number of municipal-level trust 
investment companies. These companies can cross the original limits ot! 
specialization and division of labor, become independent legal persons, anc 
ypperate under the leadership of the People's Bank. 2. Establish a privat: 
financial trust and investment company, probably by the Aijian Company. It 
will enjoy more or less identical financial operational power as the municipa! 
trust and investment company and possess a good deal of flexibility when it 
comes to raising funcs externally. In its internal financial activities, it 
can also make full use of private channels, penetrate the economic hinterland 
as well as the municipality, and provide financial services. 3. With the 
approval of the municipal People's Bank, the municipal People's Insurancs 
company can set up an insurance trust and investment company. Such a compan, 
‘an utilize insurance funds and local life insurance premiums within limit 
et by the municipal People's Bank, initiate new investment businesses, a! 
serve local construction. 


‘ond, a cooperative financial network of a mass nature. To adapt to t! 
levelopment of a collective economy and individual economy, we shc uld active! 
put cautiously develop ai urban collective credit business, accept deposit 
from collective enterprises and individual industrial and commercial 
ouseholds in urban areas, make loans, settle accounts, and accept persona! 

wvings deposits. The municipal People's Bank can show the way. 


conjunction with the mumicipal collective office, it may learn from the fund 
raising methods of Aljilan company in it arly days, including and the le 
f stocks, and devote the funds of some collective enterprises and the idl: 
funds of individual industrial and commercial households to setting uy 
coperative financial institution that lemocratically managed and of 





ture. Next, under the direction of a desiymated bank, tu thre trict 
~ollective management bureaus can issue stocks and set up a cooperative 
Oorming a number of urban credit cooperatives. Dur 


ee ee ee 


I ing tne tnira stage, é 
these cooperatives reach a certain maturity, they may torm a municipa 
federation of cooperatives. 

Third, a number of funds may be set up featuring the particilpat of banks tc 


regulate funds and offering deposit and loan trust services. The Shanghai 

trial Technology Development Fund and the Textile 
both now in existence, are examples of this specialized kind of fi. 
Because they issue funds under banking supervision, they are mor ncemed t 
relate the economic results of enterprises to those o! clety and will not 
lending get out of hand. We should build up a host f ich funds 
yradually when circumstances permit. 
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. Establish a multi-channel, multifarious credit system featurin 
nstruments, but with bank credit playing a dominant r 


‘redit system suited to Shanghai's characteristics should 
nainly along these lines: 1. Actively develop bank credit, dive. 


op inter-bank borrowing, offer bill discounting and b1 


be 


credit into bills, and gradually establish a bill discount market. 2. Use a 
Jariety of credit instruments to speed up czsh turnover. Banks and 
financial institutions must meet the objective needs of ity 
creating and adopting new credit instruments in a timely way and gradually, 
troducing such instruments as bank cashier's checks, bank drafts, mmercia 
ifts, traveler's checks, and personal checks 1n order to accelerate the flo 
commodities and economize on the costs of circulation. 3. Develop direct 
i-ralsing gradually and in a controlled way. With the approval of th 
ple's Bank, enterprises should be authorized to raise funds directly from 

ng other enterprises or individuals through stocks and bond: toc’s 


nd 
ssued by enterprises can be transferred through financia stitutions 
th Shanghai's realities as our starting point, we shou oncent rats the 
pment of a bonds market that will play a key rol: n attracting al) 
funds, guiding fund circulation, and adjusting the nvestment 
‘ture. As an issuer of bonds, Shanghai should be gq ideral 
f flexibility to determine the kinds ond 12m} De ds, 
mption methods, and interest. As long as the mun pa y' rx . 
self-raised funds to total fixed assets investments 1s not eeded 
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FINANCE, BANKING 


FOREIGN BANKS PERMITTED TO CONDUCT BUSINESS IN RMB 
Hong Kong TA KUNG PAO in Chinese 13 Nov 86 p 11 


[Article: "Foreign Banks May Conduct Business in RMB Beginning Early Next 
Year: Such Business Is Limited to Chinese-Foreign Joint Ventures and Other 
Enterprises; Permission for Foreign Banks To Set Up Branches In Coastal 
Cities Contemplated" ] 


[Text] A certain banking source has disclosed to this reporter that China 
has planned to ease controls on foreign bank operations in China, beginning 
by the end of this year or early next year. 


He said that it is believed that the People's Bank has promulgated relevant 
regulations permitting foreign bank branches in China to conduct certain 
business in RMB. This can be considered a move by the Chinese to effect 
financial reform and encourage foreign investors to step up their investments. 


However, the source indicates that conducting business in RMB is limited to 
the "three capital" enterprises (that is, Chinese-foreign joint ventures and 
joint operations, and foreign-owned operations). It is premature to consider 
extending such business to state-owned enterprise at this time. 





This is because at present financial accounting of the state-owned enter- 
prises is still under the supervision of the Chinese banks, and prior to any 
changes in this situation, it is not possible for foreign banks to conduct 
business with the state-owned enterprises in RMB. 


It is pointed out that although articles 1, 5, 6, and 10 of Section 6 of the 
Foreign Bank and Joint Chinese-Foreign Bank Regulations allow foreign bank 
branches to handle business in RMB within the Chinese territories, in fact 
they do not have the approval of the People's Bank of China. 

As for those foreign banks which are currently conducting business in RMB, 
they are only acting as agents for the Chinese Bank of Industry and 

Commerce in accepting deposits and extending loans which are not within 


their own line of business. 


Under the present conditions, appropriate steps taken to ease the control on 
foreign bank operations will be conducive to attracting foreign capital and 
encouraging foreign investors to put their money in China, 
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FINANCE, BANKING 


SHANGHAI'S FINANCIAL REFORMS EXAMINED 
Hong Kong TA KUNG PAO in Chinese 13 Nov 86 p ll 


[Article by Ru Peng [3067 7720]: “Shanghai's Financial Reforms and the 
Foreign Banks” } 


[Text] During the second half of this year, the Shanghai financial market 
has shown an unprecedented amount of activities: the launching of short-term 
loan activities among banks, and bill discount and rediscount activities have 
caused the short-term capital market to flourish. Finance and banking have 
become the hot spot in Shanghai's economic reforms today. 


This phenomenon is especially attractive to the 20 or more foreign-owned bank 
offices and the 4 foreign bank branches located in Shanghai. However, con- 
strained by Chinese laws and regulations, there is not much they can accomplish 
at this point. 


The number of foreign-owned bank organizations in Shanghai is second only to 
that in Beijing and the Shenzhen SEZ; however most of them are bank offices 
and agencies and cannot conduct banking business directly. This is one 
factor regretted by most foreign bankers. 


Today some Chinese experts feel that for Shanghai's economy to take off it 
must be able to discard its heavy financial and tax burdens. It is learned 
that Shanghai remits 16 billion yuan to the central government every year; 
this represents six fold the amount remitted by Guangzhou on a per capita 
basis. That is probably why Shanghai has lagged behind in her efforts to 
implement economic reforms. 


As a result, some people have suggested the creation of a new economic zone 
based on a new set of schemes; this would eliminate the financial burden and 
also avoid causing any drastic changes in the central government's finances, 


Whether that suggestion can be implemented is yet to be studied, but a revolu- 
tion is quietly underway in the Shanghai financial sector, and the short-term 
capital market is moving in the direction of a long-term market. 


Because Shanghai has good economic qualifications, its financial reforms will 
have profound effects on the ecomomy as a whole, and the timely easing of 
controls over foreign bank operations in Shanghai will yield net benefits. 


12986/12859 
cso: 4006/151 39 





FINANCE, BANKING 


SHANGHAI ESTABLISHES INVUSTRIAL BANK 
Shanghai SHANGHAI JINGJI XINXI in Chinese 15 Nov 86 p l 


[Article by Song Junqing [1345 7165 7230]: "Shanghai Has Formed Embryonic 
Industrial Bank; Following the Path of Integrated Financial and Industrial 
Capital with Chinese Characteristics; Supplementing Inadequate Bank 

Loans, Accelerating Short-Term Circuiation of Funds Within the Industry"] 


[Text] This reporter has learned from the concerned departments that Shanghai 
is establishing a number of institutions to regulate the circulation of funds 
within each industry and has created initial momentum for further develop- 
ment. This means that the city now has the beginnings of an industrial 

bank, capable of speeding up the realization of a diversified financial 
structure with multiple administrative levels. 


The regulating structure for funds within an industry is the outcome of the 
reform of the financial system. The current financial system does not allow 
compensated transfers of funds between enterprises, and some low-profit 
enterprises short of loan funds due to technical reorganization have en- 
countered difficulties. On order to make effective use of the idle funds 

of high-profit enterprises and take advantage of the benefits of those 
funds, there must be a specialized structure responsible for regulating 
surpluses and shortfalls. Thus were born the fund-transfer centers for 

such units as the Textile Industry Bureau and the Light Industry Bureau. 


All the institutions regulating the circulation of funds within an industry 
are guided by the principles of voluntary participation, mutual aid and 
benefit, interest-bearing deposits, convenience and preferential treatment ; 
they are responsible for collecting the industry's idle funds and making 
short-term, occasional loans to enterprises urgently in need of funds, 
offering lower-.han-bank interest rates, which has the effect of adjusting 
surpluses and shortfalls of funds within the industry and between enter- 
prises. For example, since the city's Textile Industry Bureau established 
its fund-transfer center, nearly one-third of the enterprises in the 

system have participated in it. The center has provided nearly 500 loans 
to enterprises based on a certain proportion of its deposits, for a total 
of more than 146 million yuan. A loan takes only 2 days from application 
to approval. 
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regulating the circulation of funds within the industry, its advantages and 
successes are already apparent. First, it makes it possible to collect 
special, idle funds and put to use those funds already within the systen. 
In the Textile Industry Bureau, for example, where the task of reorganizing 


_ 
equipment is onerous, in 1984, before the rind-ceeulattne center had been 
established, there was more than €5.76 million yuan in renewal and reorganiza- 
tion funds that enterprises had raised themselves and were available for use 
as established, more than 
ion yuan in idle funds were put to use. Second, it has promoted 
technical reorganization and progress elf-development in 
medium and small enterprises. The Shanghai No 5 Scarf Factory is a smal] 
plant in an alley, and its productior conditions are poor. In summer, the 
shop temperature reaches 38 degrees wnich directly affects work efficiency and 
scarf quality. With a loan from the center, this plant purchased a 
onditioner, giving the shop a springlike atmosphere year-round, improving 
work efriciency and generating an additional 10,000 yuan. As for larsve-scale 
loan projects, the departments examining and approving them require that the 
enterprises’ own funds constitute from 1) to 30 percent of the loan amount, 
regulating center may also provide short term loans to these enter 
prises on a timely basis; once the entire project is under way, loans are 
again sought centrally from the banks. Third, mutual assistance in funds 
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at the ead of 1984 a number of enterprises under the Textile Industry 
Bureau and the Instrument and Meter Bureau applied tor bank loans, 
loan quotas were tight and it was impossible to satisfy all applications. 


[The Textile Industry Bureau relied on the fund-transfer center to provid 


1 
Dut 


loans to the enterprises under the bureau, which freed up bank funds so that 


the loan demands of the Instrument and Meter Bureau could be met. 








FINANCE, BANKING 


FORMULATION, APPLICATION OF EXCHANGE RATE EXAMINED 


Shanghai SHIJIE JINGJI DAOBAO [WORLD ECONOMIC HERALD] in Chinese 17 Nov 86 
p 6 


[Article by Hong Jiaguan [3163 5521 4619]: "Formulation and Application of 
Exchange Rate Should Be Reexamined; Exchange Rate Must Correspond to Macro- 
economic Objectives of National Development, Be Coordinated With Monetary 
and Financial Policy, and Adapted to Other Reforms of Economic Systen, 
Especially Price System Reforms" ] 


[Text] Since Western countries implemented a floating exchange-rate system 
in March 1973, fluctuations in the exchange rates for the various currencies 
have been extraordinarily frequent. In the 1980's, the complexity of the 
exchange-rate question has become even more prominent. For the relatively 
weaker developing countries, it is particularly important to judge the 

times and size up the situation and proceed cautiously when determining 
exchange rates and formulating the corresponding policy. 


Since March 1973, China has adopted a "package approach" of weighted averaging 
for the RMB exchange rate, in order to avoid losses in foreign exchange from 
exports incurred because of devalued capitalist currencies, with timely 
adjustments being made in the light of changes in the exchange rates of the 
Western countries. Since the 34 Plenum of the llth Party Central Committee, 
with reform of the economic system penetrating ever more deeply, adjustments 
have gradually been made in the RMB exchange rate in an effort to adapt that 
rate to the actual import-export situation. Experience over the last several 
years has demonstrated that we have adhered to the basic principles of the 
exchange-rate question while at the same time realistically measuring over- 
all gains and losses, proceeding prudently, and paying attention to tactics. 
Those here who debate the issue stress what is called the “exchange-rate 
decision theory," simplistically believing that the cost of exchange is the 
sole basis for determining the exchange rate and that all other factors and 
policy requirements may be ignored. This is, of course, an overly simplistic 
view of a complex economic issue. In reality, the cost of exchange is not 
purely a technical, cilculating problem; it is related to all the tactics 

and forms of competition in the world market. 


The exchange rate must coincide with the macroeconomic objectives of 
national development, be coordinated with monetary and financial policy, and 
be adapted to other reforms of the economic system, especially that of the 
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F(NANCE, BANKING 


Beijing RENMIN RIBAO in Chinese 2 Dec 86 p 2 

[Article by Shi Minghuan [2457 2494 3562]: "Chongqing Implements Floating 
Interest Rates on Trial Basis; Banks Raise Interest on Long-Teri. oans to 
Enterprises" | 

[Text] The industrial and commerical banks of Chingqing, in the midst of 
financial reform, are implementing floating interest rates on a trial basis 
to heighten enterprise concepts of interest and speed up the turnover o} 
credit funds. 


[The interest rates of industrial and commerical banks have long beer 
excessively rigid. The monthly interest rate has been set at a uniform 
,/ loan, the size of the project, 


0.662/month, regardless of the term of the 


or the cost ot absorbing the funds. [This inflexible interest rate fostered 


i‘ 


in the enterprises a tendancy to show greater concern for getting loans 


than for repaying them and to be ireless about returns from use of the 
funds. It also meant that the bank was unable to recoup its loans for a 
long time, thus making the shortags redit tunds even more acute. 


Beginning in June of this year, the industrial and commercial banks of 
Chongqing instituted on a trial basis a system to the /0 state-owned 
enterprises for calculating interest on circulating capital "according to 


term and sequence.” Within the range allowed by policy, they have set the 


interest rate on loans under a month at 0.6 percent per month; for l ¢t } 
nonths, 0.66 percent; for 3 to 6 months, 0./2 percent per month, for 6 t 
months, 0.78 percent per month. Penalty interest is applied to overdue 


12 
loans, 


With these new interest rates, the many firms that have longstanding loans 
will feel the pressure of this increased interest and are paying close 
ittention to these flexibly set loan terms. The Lihua Rubber Plant of 

ing previously purchased its rubber, cotton, and other raw materials 
in average 2f four times each month, spending about 280,000 yuan each time, 
ind its stocks greatly exceeded its consump. ion level. Now, in order to 
reduce tying up its reserve funds, the plant's supply department tak: 

ire to see that the warehouse is restocked for what is actually consumed 

in production, and its bank loans have cropped accordingly. 
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be issued, to guide the direction of fundrafsing. The approved amount ot 
issue will be included in overall credit. He said that it was all right to 
use "backdoor" methods to raise funds when there were shortages of capital. 
In the case of large-scale mainstay projects Like Phase 1 ot Shanghai's 

300 ,000-ton ethylene project, which is being constructed with capital raised 
through bonds issued here and abroad. | 


Liu Hongru stood up and paced back and forth, then continued: if the 
emphasis is solely on stimulating the economy, with no concern for macro- 
control, mishaps will occur. The central bank must increase its macro- 
control over all of society's financial activities, controlling the main 
gates of the scale of lending and the money supply, and watching over 
changes in the supply of capital. For the whole year there are the 
"coffers,'' and monthly and quarterly controls and adjustments must also 
be made at each administrative level. With both main gates and secondary 
gates, it will be impossible to !ose control. 


Evidently, these clever instruments that are banks must be put cleverly to 
work and operated as true banks. 
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FINANCE, BANKING 


FROM DUAL-TRACK PRICE SYSTEM TO FUTURES TRADING 


Shanghai SHIJIE JINGJI DAOBAO [WORLD ECONOMIC HERALD] in Chinese 24 Nov 86 
p 5 


[Article by Chen Lebo [7115 2867 3134]: ''¥From Dual-Track System to Combined 
Prices, Taxes and Finance, to Futures Trading; Gradually Evolving Thinking 
on Reform in Beijing and Shanghai Academic Circles; New Thinking Preserves 
Beneficial Structure of Original Planning and Has Advantages of Eliminating 
"Dual-Track Price System'"] 


[Text] As China's economic reforms proceed somewhat fitfully and penetrate 
ever deeper, it is becoming clearer and clearer that the inappropriateness 

of prices for the means of production is hindering the pace of overall 
economic reform and construction. Theoreticians are paying very close 
attenticor this and are continuing to offer options for reform. Recently, 
several L2 in Beijing and Shanghai theoretical circles advanced a new 
idea. a ‘cutures trading"! theory, different from the earlier concerted action 
on "prices, taxes and finance." It is hoped that this new idea will employ 
more commercial and market-oriented means to resolve the thorniest problems 
inherited from this old system. 


The current form of circulation and pricing used for the means of production 
is what people call a "dual-track system." That is, some goods are distributed 
at parity (also called the list price or low price) according to mandatory 
plans; other goods are bought and sold on the market at a high price (also 
called the market price or negotiated price). This type of movement was 
created when some enterprises and some parts of enterprises in China got 
into market activities, and it has had a great impact in encouraging 
enterprises to adapt to market activities and develop production. However, 
more than one price for a single commodity has given rise to the following 
major problems; 


--Different enterprises produce different proportions of parity-price goods, 
which is equivalent to their receiving different levels of state subsidies, 
or to having different levels of hidden taxes taken out; it destroys the 
conditions of equality necessary for enterprises to compete and forces 
enterprises to be heavily dependent on the admin strative departments that 
distribute goods and issue plans, so that the market is unable to exert 
its normal influence. 


9] 








--State list prices for the means of production are universally low, whereas 
there is tremendous investment in expanding production, so that producing 
enterprises in this category have poor capacity for accumulation. Through- 
out the Sixth 5-Year Plan, the state concentrated investments mainly in 
communications, energy and raw materials, yet after 5-year plan shortages 
in these sectors have not been alleviated, creating a bottleneck con- 
stricting China's economic development. 


--The dual-track price system also fostered the economic conditions for those 
who conduct commercial business through administrative power, causing 
many social problems. 


In the face of this situation, people had earlier thought mainly of instituting 


price reform under the interlocking effect of "prices, taxes, and finance." 
The focus of their studies was how great a proportion of goods could be 
"released" into the market, without using mandatory planning to control this; 
whether price adjustments should be more or less comprehensive; and how the 
taxation and financial system should be complemented and adjusted. 


In refining their case for concerted action, people felt very strongly that 
the costs incurred by adjusting the prices of the primary means of production, 
and the chain reaction in prices brought about by this, not only created 
directly calculable difficulties,but, with demand changing in response to the 
change in prices, made precise adjustment even more difficult. Price adjust- 
ments would redistribute the earnings of all producing and consuming units in 
the hope that the low-risk, high-profit motive would cause price adjustment 
tc change from economic yardstick to competition among sectors, regions, and 
enterprises. To date, the scope of capital construction has not been brought 


under effective control; carrying out reforms according to this line of thought 


has thus sunk onto the horns of 2 dilemma: decontrol necessarily leads to 

a rise in overall price levels, and it is difficult to forecast the extent of 
the rise or public reaction to it; major adjustments send major shockwaves 
through the earnings of sectors, regions, and enterprises, forcing the 
central financial authorities to commit great sums of money, excee ing the 
central government's financial capacity; minor adjustments cause price 
signals to continue changing over a long period of time, making it difficult 
for enterprises to operate, and preventing existing problems from being fully 
solved. For these reasons, some people have reached a new conclusion, based 
on the successful experience of Shijiazhuang in decontrolling the commodities 
market; they advance a view of price reform for the means ~f production that 
is different from the concerted approach of "prices, taxes, and finance." 


The crux of this new line of thought lies in treating price reform as purely 
commercial, treating the quotas for planned commodities as a sort of special 
futures trading that will not be further expanded. The difference between 
the spot price (market price) and the futures price (planned price) is 
periodically returned in the form of commercial premiums and agios to the 
enterprises and commodity departments. This approach is characterized by 
its preserving fully intact the original, planned profits, without further 
expansion. However, doing away with the dual-track system at one fell swoop 
raises new expectations of stable prices for the enterprise, encourages 
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producing enterprises to raise their output and consuming enterprises 

to improve their consumption structure and reduce stocks, frees enterprises 
from the difficult position of being unable to ensure the supply of goods, 
and induces commodity management and distribution departments to become 
administrative institutions. Because it avoids the financial and tax link, 
the design of this approach facilitates the effort to get the tax system to 
create conditions for equal competition. 


In the debate surrounding this new line of thinking, even its most 
enthusiastic supporters acknowledge that because the issue has not been 
fully studied some issues are not now being clearly seen; moreover, every- 
one recognizes that the greatest stumbling block is an ordinary social 
condition: the present administration of justice in economics is very 
loose, with no fundamental safeguard of the relationship between creditors 
and debtors. If this problem is not resolved, any sort of research founded 
on the basis of a flourishing credit system is simply a pedantic view with 
no genuine significance. 
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FINANCE, BANKING 


CENTRAL BANK REGULATORY ROLE DISCUSSED 
Beijing ZHONGGUO JINRONG [CHINA'S BANKING] in Chinese No 10, 1986 pp 53-54 


[Article by Shi Mingyi [2457 2494 5030]: "A Discussion of China's Central 
Banking Administration and Indirect Economic Control"] 


[Text] The Seventh 5-Year Plan will be a key period in the transformation of 
China's economic administration from the old model to a new one, and a similar 
process will have to take place in banking reform. China's new central bank 
administration is gradually taking shape in response to economic reform and to 
practical need. First, as a result of the extensive development of the 
commodity economy and of banking, many types of financial agencies have been 
established, and these need a unified central bank to administer and stabilize 
banking. Second, economic development requires a shift from direct to indirect 
control, so macroeconomic reform will be necessary, and this reform will 
surely require a shift to the use of a central bank to control and regulate 
the economy. 


Gradually Establish an Economic Administrative System That Is Rooted Primarily 
in Indirect Control, Supplemented by Direct Control 


Now, as China's old economic administrative system is being transformed into a 
new one, the old system, which was based primarily on direct control, does not 
meet the needs involved in the development of a commodity economy, yet the new 
system will take time to establish and perfect. Thus, for a certain period of 
time, economic, legal, administrative and other measures must be rationally 
combined and applied so as to ensure smooth reform and normal functioning of 
economic life. 


As reform deepens and as relevant conditions ripen, we must vigorously and 
gradually erect a financial regulatory system governed by a central bank, 
rooted in indirect control and supplemented by direct control so as to adjust 
and control aggregate social demand, strengthen control of demand and thus 
ensure the rationalization and coordinated development of the economic 
structure. The socialist banking regulatory system must be effected through a 
system of indirect control that employs financial levers, focus on the 
adjustment of material benefits and ultimately ensure the achievement of 
macroscopic policy goals. 
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Basic Features of Central-Bank Indirect Control 


There are five major features of central-bank indirect control, which is 
effected through financial levers in accordance with macroscopic policy. 


1. Indirect control is an integrated system of control that employs, in a 
coordinated fashion, various economic levers and other macroscopic control 
measures. The central bank effects macroeconomic control by using various 
financial levers, legal means and necessary administrative measures, and the 
broad "coverage" and complete scope of this control facilitates improved 
management of the entire economy. 


2. Indirect control employs intermediate variables to adjust aggregate 
indicators. The central bank uses such financial levers as deposit reserve 
ratios and rediscount rates to regulate money markets and thus to control 
aggregate credit availability. This approach enables us to concentrate our 
forces on the proper management of the macroscopic economy and _ promotes 
economic development. 


3. Indirect control involves control of demand. The central bank employs 
financial levers and interest rates to effect indirect control over the growth 
of credit and currency issue so as to keep aggregate social demand and supply 
in alignment. 


4. Indirect control involves the planned use of market mechanisms. In order to 
improve the economic results of funds, the central bank strives to create, in 
accordance with objective economic law, the kind of . ontrol that can function 
in a macroeconomic environment in which there is reasonable competition. The 
bank does not directly interfere in the operations of economic entities but 
rather uses financial levers and credit-fund forces to attract support from 
specialized banks for advanced enterprises that are efficient and that keep 
consumption down and to accelerate the process of modernization. 


5. Indirect control incorporates dynamic informational feedback contrel 
provided by economic control theory, information theory, systems theory and 
other new fruits of modern science. Once the state has set final and 
intermediate macroscopic policy goals, the central bank must track and monitor 
the performance of the economy, use the informational feedback it obtains from 
all quarters and employ various economic measures and regulations to effect 
timely and appropriate readjustment so as to ensure that all of the state's 
objectives are achieved. If adjustment effected through economic levers is 
said to be flexible, then adjustment effected through economic law is rigid, 
and people must be compelled to follow these laws. Moreover, the establishment 
of complete systems of economic levers and laws marks an improvement in the 
indirect macroeconomic control and regulatory system. 


The Types of Financial Levers and Models of Control and Regulation the Central 
Bank Can Select 


In a socialist financial regulatory system, relevant financial levers actually 
function as a system and influence, adjust and control macroscopic financial 
activity in a general way. Thus while consciously employing financial levers, 
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the central bank must carefully choose and combine relevant levers so as_ to 
give full play to the entire system of levers. At present, China's central 
bank has the following principal levers at its disposal. (1) Credit interest 
rates, which lever consists of two components. The first element involves the 
decision whether or not to extend credit and the time limits, amounts and 
terms of loans. The second element involves interest-rate levels, which affect 
the economic results and operations of economic entities and thus indirectly 
regulate the macroscopic economy. (2) Deposit reserve ratios. Reserve ratios 
control derivative deposits, affect the multiples of credit expansion and 
credit supply and thus serve as a tool of monetary policy by regulating money 
supply. This lever also controls a certain amount of funds, which can be used 
to make adjustments among banks. (3) Reloans. The reloans, that is, temporary 
loans, the central bank provides specialized Danks are one of the most 
effective financial levers China currently employs. Thus the central bank must 
make sure to master the mechanism by which the money multiplier operates, 
avoid losing macroscopic control and fully mobilize the initiative of 
specialized banks. Flexible rediscount will ensure effective regulation of 
money supply. (4) The rediscount rate. By readjusting its rediscount rate, the 
central bank can induce other banks to change their iscount and interest 
rates. With this lever, the central bank can change the types of credit banks 
offer and tighten or relax bank credit-fund supply. (5) Open market 
operations. This lever does not function well because China has not yet truly 
created securities markets. 


We must. link our efforts to conditions in China, organically combine and 
flexibly apply financial levers, gradually create a macroscopic financial 
control system for China's central bank and, as that system develops, seek a 
new model of macroscopic financial control that bears Chinese characteristics. 


First, China's unique system of incorporating savings and loans into financial 
control, that is, the coordinated way in which the central bank applies to 
specialized banks the levers of reloans and savings deposits, is our most 
effective and important means of controlling and adjusting the supply of 
money. The People's Bank's practice of granting reloans to and accepting 
savings deposits from specialized banks is China's most important monetary- 
policy tool and is a concrete manifestation of the central bank's role as 
final lender in China's banking system. With this role, the central bank 
possesses an important financial lever with which to regulate and control 
specialized banks. Thus, under actual conditions in our country, the reloan 
and savings-deposit levers should be closely coordinated so that they become 
important elements in China's financial control system. 


Second, China's unique financial control structure, namely, the coordinated 
control of specialized banks, is an important component of central-bank 
control. This kind of control could never be effected in Western banking 
systems, where economic sectors maintain their own policy goals and where the 
basic interests of these sectors conflict, and represents another important 
feature of China's macroscopic financial control. 


Finally, China possesses a unique means of exerting macroscopic financial 
control, namely, using the central bank system to effect regular structural 
readjustment so as to maintain control over the volume of banking activity. 
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The West has usually attempted structural readjustment only when forced to do 
so during cyclical economic crises. But we have always stressed the use of 
various financial and economic levers to effect regular economic restructuring 
and thus have avoided major economic fluctuation or having to undertake major 
readjustments and have been able to advance from a turbulent to a_ stable 
economy. This approach of ours represents an important summarization of 
historical experience and must be treated as a long-term task that is to be 
effected in our planned commodity economy. The faster economic reform and 
development advance, the more we will have to undertake regular structural 
readjustment. In this fashion, we can ensure smooth attainment of policy 
objectives. 


12431 
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AGRICULTURE 


BRIEFS 


COTTON AREA, PURCHASES--In 1987, 75 million mu will be sow to cotton, 
and the government will purchase about 4.3 million tons.  [Excerpt) 
[Beijing JINGJI CANKAO in Chinese 30 Dec 86 p 1] 


HUNAN HYBRID RICE--In 1986, the area sown to hybrid rice in Hunan 
Province was 29,930,000 mu, the average per m yield was i53.7 kilograms, 
an increase of 11.45 percent over 1985. [Excerpts] [Changsha IIUNAN RIBAO 
in Chinese 8 Jan 87 p 1] 


HUNAN RICE EXPORTS--In 1986, Hunan Province exported 64,000 tons of rice, 
exceeding the annual plan by 30 percent, and earned $8.5 million in 
foreign exchange. At present, China exports on the average one million 
tons of rice per year, Human Province accounts for 6 percent of the rice 
exports. [Excerpt] [Changsha IWUNAN RIBAO in Chinese 31 Dec 86 p 1) 


ZHEJIANG AQUATIC EXPORTS--In 1986, the Zhejiang Provincial Import and 
Export Corporation earned more than $25 million in foreign exchange from 
the export of aquatic products, surpassing the annual plan by 77 
percent. [Excerpt] [Hangzhou ZHEJIANG RIBAO in Chinese 19 Jan 87 p 2] 


CSO: 4006/307 
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TRANSPORTATION 


MINISTRY OF COMMUNICATIONS TO CONDUCT INSPECTION 


Beijing ZHONGGUO JIAOTAONG BAO in Chinese 15 Nov 86 p 1 


[Article by Li Weishuang [2621 1919 7175]: "Ministry of Communications To 
Conduct Industrywide Morale Inspection; Strives To Basically Eradicate Several 
Unhealthy Tendencies by End of Year"] 


[Text] On 11 November the Ministry of Communications gave notice that 
beginning in mid-December it will conduct a focused, industrywide inspection 
of morale throughout the national communications system. This decision is 
intended to implement the directive by the Central Committee Secretariat and 
the Central Committee leadership to check unhealthy tendencies characteristic 
of the industry, and to put into effect an important measure adopted by the 
ministry's party unit regarding the basic eradication by the end of the year 
of unheaithy tendencies in the communications industry. 


Since the 8,000-member NPC met at the beginning of this year, The Ministry 

of Communications has convened a conference on communications work, an 
ideological and political conference, and two exchange meetings on civilizing 
work, which laid plans for spiritual and civilizing work, improving professional 
and moral education, and rectifying unhealthy tendencies in the industry. To 
counter the rude incidents of blocked trains at Lingtong Stativn and 
Chang'an Linli Station in Shaanxi, a "Notice of Conscientious Kectification 
of Unhealthy Tendencies in the Communications Industry, Starting with 
Examination and Handling of the Incidents of Railroad Seizure" was promptly 
issued. The communications departments (bureaus) of the provinces, autonomous 
regions, and centrally administered municipalities as well as directly 
administered enterprise and service units all made rectification of 
unhealthy tendencies in the industry a priority item on their agendas. In 
August, the Ministry of Communications dispatched four survey groups to 
monitor roads, inland waterways, ocean shipping, and port navigation. Each 
group went to 8 provinces or municipalities and 12 directly administered 
units and conducted its surveys through hearings, discussions, observations, 
inspections, and visits, focusing on and analyzing typical cases. They 
examined and settled cases involving abuses of power for personal gain, 

graft involving ticket receipts, extortion and blackmail of clients, etc. 

In order to counter these unhealthy tendencies in the communications system, 
each of five ministers also focused on a single province, concentrating on 
studying spiritual and civilizing work while at the same time exercising 
management. 
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After several months of effort, varying degrees of improvement in morale were 
achieved from ministry agencies down to the local level. The Shanxi 
Communications Department discovered and disciplined 262 people who had 
taken bribes, recovering 28,000 yuan from them. Guangxi found 633 people 
who had engaged in theft of ticket receipts. The Changjiang Shipping Co 
increased its checks, and in July alone made up 104,000 yuan. In Liaoning 
Province and the city of Shenyang, the practice of pocketing ticket receipts 
was widespread among ticket clerks in transport enterprises; after checks 
were increased, the situation improved quickly. Throughout the country the 
exemplary practice of not accepting tips, invitations to dinner, or gifts, 
and of serving travelers and cargo owners wholeheartedly surged to the 
forefront. However, in terms of the communications cystem as a whole, there 
are still unhealthy tendencies everywhere, and some are still very severe. 


This industrywide inspection of m -ale will be conducted from top to bectom in 
each administrative level; the focus will be on realizing the aim of the 
ministry's party unit of eradicating by year's end such unhealthy tendencies 
as ticket cle‘ks pocketing ticket receipts; tariff, port, and transport 
departments charging indiscriminately and taking freight for personal use; 
and highway administration and port shipping and transport management 
departments abusing their authority for personal gain, carelessly handling 
freight, and treating passengers rudely. The inspection will integrate the 
lessons learned in implementing the “Resolution of the Central Committee of 
the Chinese Communist Party Regarding Guiding Policies for Socialist 
Spiritual and Civilizing Construction" to give a universal lesson in pro- 
fessional ethics to the masses of staff and workers, giving impetus to next 
year's spring transport work. 


13322/9835 
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TRANSPORTATION 


CHANGJIANG SHIPPING SYSTEM REFORM EXPLORED 
Beijing ZHONGGUO JIAOTONG BAO in Chinese 29 Nov 86 p 2 


{Article by Ge Zhiwei [5514 1807 0251] of the Changjiang Navigation Management 
Bureau: "Tentative Plans To Further Reform the Changjiang Shipping System"] 


[Text] Through several years of reform, inicial success has been achieved in 
improving the Changjiang shipping system, and the situation is now excellent. 
Based on the specific characteristics of Changjiang shipping, this article 
will explore the Changjiang shipping system reform’s basic goals and specific 
reform principles and policies which the author wishes to discuss with the 
comrades. 


Changjiang shipping has its own distinct characteristics: many shipping 
points, long shipping lines, a large scale, quite complex conditions, a 
drainage urea of 1.8 million sq km which covers 10 provinces, and a mainstream 
of over 2,800 km (from Yibin to its mouth). The Changjiang hydrographic net 
now has over 800 transport enterprises and 256 ports, which are distributed 
over 90 navigable rivers. As to its socioeconomic conditions, the Changjiang 
basin crosses three major economic zones, with greatly different levels of 
economic development, S&T, and culture and education; its shipping development 
is greatly different in such areas as its upper, middle, and lower reaches, 
the channel conditions of its mainstream and tributaries, the number of ports 
and oceangoing ships, its commmication facilities, and its wanagerial and 
technical standards; its transport structure has many economic components, 
many levels of subordinate relations, many kinds of management styles, a trans- 
port organization with many links, and construction investment from many chan- 
nels. This diversity of "five manys and two differences" is precisely the 
basic feature that distinguishes Changjiang shipping from ocean and railroad 


shipping. 


Thus, the basic goals of the Changjiang shipping system reform are: to estab- 
lish an administrative system for the shipping industry in the Chang jiang 
hydrographic net, which is authoritative, completely capable, and combines 
centralized and mified leadership with classified management; to form an open 
transport network, with coordinated relations between shipping points and 
shipping lines; to completely separate the responsibilities of the governmen- 
and enterprises, ensurirg that water tranezort enterprises have full vitality 
and true economic decisionmaking and administrative authority; to perfect a 
transport market system, strengthen indirect macroeconomic control measures, 
and form a mechanism wherein microeconomic invigoration and macroeconomic con- 


trol are an organic whole. 
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Based on a knowledge of the characteristics of, and basic system reform goals 
for, Changjiang shipping, the author has proposed the following tentative plans 
to further reform the major parts of the Changjiang shipping system: 


I. The Port System 


The goals of port management reform are: to completely separate administra- 
tion from enterprises, centralize and unify port administration, and practice 
dual-leadership and division-of-labor management; to enable port enterprises 
to practice diversified management according to a division of specialties; to 
lease state-owned facilities and encourage dock construction through man~ 
channels. 


Since there are great differences in the capacities, roles and positions of 
the various ports in the Changjiang hydrographic net, bureaucratic wethods 
cannot be used to reform the port system, but there should be a basic principle 
of differentiation, and various reform steps should be taken according to dif- 
ferent port conditions. It is proposed that: based on the principle of "one 
city, one port,” all ports that support cities above the regi:mal leve) or a 
vast economic hinterland, and have a handling capacity of over 1 million tons 
a year, can Set up prt management bureaus or offices to act as the .unctional 
departments of their municipal administrative authorities, and practice cen- 
tralized, unified management of the docks and port enterprises in their mun- 
icipal sdministrative divisions. Port management bureaus in planned key 
cities should practice dual-leadership by local municipal governments as the 
dominant partners; other port management bureaus (offices) should practice 
dual-leadership by local governments and provincial navigation management 
bureaus, with the local governments as the dominant partners. A few port ad- 
ministration functions of ports and statioas below the local county seat 
level, should be the responsibility of departments responsible for local com- 
munications, and special port management organs should no longer be set up. 


The authority of the Ministry of Communications that is exercised by the 
Changjiang Navigation Management Bureau and provincial navigation bureaus as 
subsidiary leadership of port administration should be expressed mainly in 
the three areas of planning construction, issuing policies and decrees, and 
making transport plans: i.e., based on the need to expand Changjiang shipping, 
formulating overall plens for port development in the hydrographic net, 
examining and approving development plans and construction projects for all 
ports, arranging construction investments, and organizing construction of key 
projects; formulating. supervising, and implementing relevant port policies, 
decrees, rules, and regulations; supervising the implementation of directive 
trancport plans for ports, ensuring overall balance of guidance transport 
plans, managing and coordinating markets, and regulating transport. 


Port enterprises should practice diversified management according to their 
specialties. Large ports can generally set up loading and unloading companies, 
barge-towing companies, passenger and cargo transport business agencies, and 
various service companies. All of these companies should have their own 
principal lines of business and build professional and economic relations 
among themselves throug’ ecmmomic contracts. In particular, passenger and 
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cargo transport business agencies should not depend on any enterprise, but 
should be specialized ecomomic entities, which represent the interests of 

the commissioning parties according to contract. They should also diversify, 
compete. and succeed according to the quality of their service. Ports and 
stations with small amounts of business can set up their owm agencies, and 
also establish business networks with agencies in large, adjacent ports. Sta- 
tions and shipping points which are basically served by only ome steamship 
company, can also consider being put under the administration of that company. 


Mo 2over, rational port deveiopment policies should also be formulated, the 
enthusiasm of all areas of society to build ports should be aroused, the 
principle of “whoever builds will use and profit" should be implemented, the 
building of docks by mining and transport enterprises should be encouraged 

and supported, and the pace of port construction should be accelerated in many 
ways. After finishing their own productiom tasks, special docks that are used 
by cargo owiers and shipping enterprises, should also be opened to society in 
order to fully utilize the capacity of their existing equipment. 


II. The Transport System 


The goals of transport management reform are: to completely disengage enter- 
prises from administrative departments, enabling them to truly become inde- 
pendent managers of commodity circulation; to promote competition under condi- 
tions of equality, encourage various forms of alliances, strengthen transport 
management organs, and set up a rational transport structure and an effective 
market mechanism. 


In order to fully increase the vitality of large and medium-sized state-run 
enterprises, develop the economic nanagement function of (key) cities, and 
better implement the policy of “libeialization and invigoration,” it is pro- 
posed that: transport enterprises that are subordinate to departments under 
the Central Committee and the State Council, and to all provinces im the 
Changjiang hydrographic net, should gradually revert to local (key) city 
management; regardless of their subordinate relations or form of ownership, 
all transport enterprises should be disengaged from admintstrative departments, 
truly become commodity circulation managers that are independent and have the 
initiative in their own hands, and truly have the responsibility for their own 
iaiagement, profits and losses; all transport enterprises must also further 
expand their internal authority, simplify their administrative structure as 
much as possible, ratioally reduce the size of their accounting units, and 
perfect various forms of the economic output-related responsibility system. 


A transport market system should be gradually perfected. Such systems as 
prices, taxes, loans, and planning must be reformed as a complete set. With- 
in the limits permitted by state price policies, the range of fluctuating 
transport prices should be expanded, and the disparities among the prices of 
all types of fuel should be reduced; tax categories and tax rates should be 
rationally set and adjusted, and the unreasonable burdens of transport enter- 
prises sheculd be lightened; an economic contract system for transport should 
be set up, overall balance of planning should be improved, and the focus of 
planning work should be shifted onto the track of using economic means and 
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policy issues to control economic activity for transport indirectly; a system 
to examine and approve water transport enterprises and passenger and cargo 
shipping lines should be established and perfected, thus gradually forming a 
market mechanism of microeconomic competition and invigoration and macro- 
economic balance and control for Changjiang shipping. 


It is proposed that; the Ministry of Communications should organize and set 
up a Changjiang Transport Management Bureau, to be a secondary level bureau 
that is subordinate to the Changjiang Navigation Management Bureau, and to 
have the specific responsibility of managing the transport market in the 
Changjiang hydrographic. net. This would include such tasks as examining and 
approving transport enterprises and passenger and cargo shipping lines; formu- 
lating, supervising, and implementing transport laws and regulations; organi- 
zing and implementing overall balance of transport plans: regulating transport 
prices and all fee collection; supervising and verifying transport contracts; 
and managing transport information and statistical data. All provinces could 
also set up corresponding transport management departments. This would enable 
Changjiang shipping to truly achieve the goal of being vigorous without dis- 
order and controlled without overadministration. 


III. The Administrative System 


The goals of administrative reform are: to unify government orders and 
practice classified management; to separate government from enterprises, 
simplify adminiscration, and expand authority; to clarify rights and duties, 
use modern scientific management methods, and conscientiously improve the 
management of the whole industry. 


The Changjiang hydrographic net should use a system that combines unified 
leadership with classified, multilevel management. The Changjiang Navigation 
Management Bureau represents the Ministry of Communications in being respons- 
ible for managing the shipping industry in the Changjiang hydrographic net. 
In the hydrographic net, it practices direct business leadership of the navi- 
gation management departments of all provinces, navigation management depart- 
ments of planned key cities, and port management bureaus; it practices indirect 
business leadership of navigation management departments and port management 
bureaus (offices) of other cities through navigation management departments in 
all provinces. 


Navigation management departments of all provinces in the hydrographic net are 
responsible for managing the shipping industry in their provinces and, based 
on the needs of actual conditions, can set up branch navigation management 
organs on their part of the river; navigation management departments in key 
cities perform the function of managing classified water transport enter- 
prises and, moreover, that of managing the industry within their administra- 
tive divisions; all port management bureaus (offices) perform the function of 
administration within their port divisions. Under the leadership of unified 
shipping policies and laws for the hydrographic net, administrative depart- 
ments of the shipping industry at all levels should perform administrative 
tasks, such as making overall plans, organizing and coordinating, maintaining 
overall balance, and supervising services for the shipping industry within 
their jurisdiction, and correctly exercise the functions of national govem- 


ment departments. 
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Reform of the Changjiang shipping system will be a very difficult and complex 
systematic project, with all of its aspects and steps being closely linked to 
and overlapping each other. In order to reduce the risks, avoid unnecessary 
setbacks, and ensure the normal operation of Changjiang shipping, we will 
have to carry out a thorough reform according to the principles of “overall 
planning, step-by-step implementation, performance of tasks in order of dif- 
ficulty, and active caution." We must ensure that reform of the Changjiang 
shipping system achieves its anticipated goals actively and steadily, set up 
a new system that is full of vim and vigor, effectively promote development 
of the productive forces of the shipping industry, and satisfy to the fullest 
the needs of the national economy and the people's material and cultural lives. 


12267/12859 
CSO: 4006/216 
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TRANSPORTATION 


ESTABLISHING RATIONAL, INTEGRATED TRANSPORTATION NETWORK 
Beijing LIAOWANG [OUTLOOK] OVERSEAS EDITION in Chinese 13 Oct 86 p 12 


[Article by Yang Lincun [2799 2651 2625]: "Establishing an Economically 
Rational, Integrated Transportation Network"] 


[Text] Communications and transport are among the central links affecting 
China's overall economic construction, and they are being taken very 
seriously as a technical policy is now being formulated. Technical policy 
in transport consists of 13 items; their guiding ideology is to readjust 
transport structure and to establish an integrated transport network that 
is economically rational and consists of diversified and harmoniously 
developed means of transport. 


China's communications and transportation structure has long been insuffi- 
ciently rational; this is primarily manifested by the excessive burden 
borne by the railroads, so that other means of transport, such as roads, 
water and air transport, and pipelines, have not had the effect they 
should have. Many short-haul goods and passengers and medium-distance 
high-grade goods and fresh produce suited to motor vehicle transport, 
long-haul passengers best handled by air transport, and many staple goods 
suitable for water transport have all been dumped on the railroads. The 
result is that rail transport accounts for 60 and 67 percent of the nation's 
passenger and freight turnover, respectively, which is more than twice the 
levels in the developed countries. This not only means that the advantages 
of medium- and long-haul transport by rail are difficult to exploit, but it 
also has a tremendous impact on development of the other means of transport. 
China now has only 900,000 km of roads; China has only one-fifth the length 
of roads that India has for every 10,000 km2 of territory. The navigable 
distance on inland waterways has shrunk from more than 410,000 km in 1957 
to just over 100,000 km. Such circumstances severely restrict exploitation 
of the economic and social benefits of the entire transport system. 


Given China's conditions and the technical and ecenomic characteristics of 
the various means of transport, the technical transport policy more clearly 
specifies the scope of rational utilization for each means of transport, 
and a rational transport structure. Its key points follow: 


--Railroads should primarily handle medium- and long-haul transport of 
staple goods and medium- and long-haul passenger transport. 
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--The roads should be primarily responsible for medium- and short-haul 
passenger transport and short-haul transport of miscellaneous freight, 
up to 200 km for high-grade and odd-lot commodities, and up to 1,000 km 
for fresh produce. 


--Where conditions for water transport prevail, goods may be carried by 
water when time allows. 


--Pipeline transport should be developed. China's present annual output of 
product oil is 60 million tons, with pipelines able to carry less than 
10 percent of that; more than half goes by rail. 


--In order to form an integrated, modern transport system, the technical 
policy for transport provides the following. 


1. Enthusiastic development of all types of through transport, such as 
land-sea, Yailroad-highway, river-sea, trunk stream-tributary, air-land, 
etc. We must break through this situation of each means of transport 
constituting an independent network and form an integrated transport 
network. 


2. Gradual development of container transport. This will greatly improve 
economic benefits and form a bond for the integrated transport network. 


3. Improvement in management, dispatching, and secvice work for each means 
of transport, and enthusiastic adoption of computers and other modern 
methods. 


4, Gradual reorganization of each of the existing means of transport. 


In accordance with the principle of readjusting the transport structure and 
establishing an integrated network, the focus of the policy is providing 
fairly detailed policy stipulations for such problems as the direction of 
development for each means oi transport, key points for technical reorganiza- 
tion, energy transport, freight transport, rural and urban communications 

and transport, etc. 


In formulating the main points of the policy, the experts offered many 
proposals, some of which have already been accepted by the relevant depart- 
ments. For example, in the last 2 years road, air anc water transport 

have grown quite quickly, diverting short-haul transport, long-haul 
passenger transport, and staple goods suited to water transport away 

from the railroads. In 1985, rail passenger traffic declined for the 

first time; average rail passenger distance was extended from 15l km 5 
years ago to 218 km last year; average rail freight distance increased by 
622 km; in the last 5 years, the turnover in civil aviation has doubied; 
transport on the north-south coastal shipping lines has increased 50 percent; 
and so on. The policy's focus includes policies regarding technical 
reorganization, such as transformation of old railroads lines, extending 
station (vlatform) lengths, improving pulling and motor power, etc., all 

of which are now being concretely implemented. 


13322/9835 
CSO: 4006/215 
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MINERAL RESOURCES 


ZINC, LEAD MINING, PROCESSING IN YUNNAN 
Kunmin YUNNAN RIBAO in Chinese 8 Nov 86 p 2 


{Article by Lu Jianyou [7120 1696 2569]: "The Yunnan Zinc, Lead Mines: 
the Nation's Largest Proven Reserve"] 


[Text] At present there are more than 50 proven zinc, lead deposits found in 
our province; we top the nation in lead and zinc reserves with 25 percent of 
the nation's total reserves. Our province produces a large quantity of high- 
quality lead and zinc with high mineral content and complete elements. The 
deposits are mainly found in the Lanping, Juize, Zhaotong, and Maguan area. 
The zinc, lead reserves in the Lanping mines represent 20 percent of the 
nation's total lead and zinc reserves: it can be considered a metallic gold 
mine. Lead and zinc are our province's most promising and more competitive 
metals. 


Lead and zinc were discovered and utilized in this province a long time ago; 
lead production was recorded as early as in the Eastern Han period, and lead 
mining became very active during the Qing Dynasty: there were 33 lead mines 
with a total output of 3,000 tons. At that time, most mining activities took 
place in the Huize, Ludian, and Qiaojia area. Zinc has a low melting point 
and is suitable for smelting. Zinc was also utilized in this province long 
ago: it was alloyed with copper to produce brass which was made into orna- 
ments for court officials and other ornamental objects, 


After the liberation, our province paid special attention to the development 
of lead and zinc, and conducted large-scale geological exploration and 
testing. In 1965 a mid-sized integrated complex, the Huize Zinc, Lead 
Mines, was established; it engages in mining, separating, and smelting 
operations; its output includes lead and zinc, metallic germanium, restored 
germanium ingots, germanium tetrachloride, and other germanium products, 
creating breakthroughs in the handling of the hard-to-separate lead and 

zinc oxides. 


Today, we have formed a zinc, iead enterprise system consisting of 13 organs 
including the Huize Mines, the Lancang Lead Mines, the Kummin Smeltery, the 
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Gejiu Ji Street Smeltery and others. Their total output is about 11 percent 

of the total national output, placing fourth in the nation, behind Hunan, 

Liaoning, and Guangdong. The cumulative investments in lead and zinc 

totaled 10.4 percent of the provincial investments in the nonferrous 

industries; the cumulative profit tax amounts to 21 percent of the total 

profit tax remitted by the province's nonferrous industries, this represents 
2.58-fold the cumulative investments: the economic result is second only | 
to that attained by lead. 


12986/9835 
CSO: 4006/149 
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HONG KONG 


CHANGES IN HONG KONG'S FINANCIAL SCENE 
Hong Kong MING PAO in Chinese 29 Oct 86 p 26 


[Article by Zhou Yihe [0719 0001 0735]: "New Twists in Hong Kong's 
Financial Situation: Britain Gradually Withdraws, Japan and Australia 
Show Increasing Interest"] 


[Text] The second anniversary of the signing of the Joint Sino-British 
Declaration was marked 26 September: on that day the Hang Seng Index shot 
past 2000, set a record high of 2034; this was followed by new record highs, 
reaching 2300; meanwhile there was a huge influx of foreign capital, setting 
record volume of trade of 1.3 billion yudh. 


In the past 2 years, under the careful nurturing of the Chinese and the 
Hong Kong governments, the Hong Kong economy successfully turned the tide on 
the 1982-83 recession and slowly resumed its climb to the peak condition of 
1980-81. However, it was by no means smooth sailing all the way: there 
were ups and downs, and the whole economic structure has changed as a result 
of changes in the political, social, and external economic environments, 

In the past 2 years there have also been significant changes in the distribu- 
tion of capital around the world. 


Traditionally, British capital has always enjoyed the most favorable treat- 
ment here; however, because Hong Kong will be returned to the Chinese 
Government in 11 years, there has been a steady retreat of British capital 
from Hong Kong. During the past 3 years, the Hong Kong and Shanghai Bank, 
once viewed as the big brother of all British capital, has seen a drastic 
reduction in profits due to local economic instability; it had to rely on 
its foreign operations and its largest local subsidiary, the Hang Seng Bank 
to sustain growth. In fact, in the past 2 or 3 years, except for maintain- 
ing its competitive ground in the market, the Hong Kong and Shanghai Rank 
is no longer actively expanding its business operations in Hong Kong. At 
the same time, since the Hong Nin Bank incident, the bank has shown that it 
is no longer interested in its traditional role of “big brother" among 
fellow banks or in fulfilling its obiigation to rescue the troubled smaller 
banks. , 

On the other hand, the Hong Kong and Shanghai Bank has continued to expand 
its foreign operations. In the late 1970's Chairman Sandberg already had 
plans for developing the Hong Kong and Shanghai Bank into an international 
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bank; the signing of the Draft Agreement only speeded up the internationaliza- 
tion process. Although Sandberg will be retiring at the end of this year, it 
is expected that his successor, Purves, will carry on in the same direction. 


Among the four major British companies, Hutchison Whampao and World 
International have been taken over by Chinese tycoons Li Ka-Shing [2621 085/7 
2052] and Pao Yue-Kong [0545 3768 0474], respectively, and 2 years ago 
Jardine, Matheson & Co moved its charter to Bermuda, and that leaves Swire 
Pacific Ltd as the only British-owned company operating in Hong Kong. Even 
the Swire group cannot avoid the turmoil brought on by the changing environ- 
ment: in mid-1986, the Swire Group put the Cathay Pacific stocks on the 
market, and subsequently 25 percent of Cathay Pacific's stocks are now 
publicly owned; Cathay Pacific is Swire's most profitable subsidiary. Swire's 
move successfully raised capital for expanding Cathay Pacific's operations, 
on the one hand, but at the same time it also took advantage of rising 
Cathay Pacific stock prices to increase its own total asset value. 


Although British capital is gradually being withdrawn from Hong Kong, there is 
a steady influx of foreign capital, and Hong Kong, the goose that lays the 
golden egg, is more prosperous than ever. 


Japanese, Australian, and Chinese funds, which became the main source of 
floating capital in Southeast Asia in the early 1980's, are pouring into 

Hong Kong Except for the Chinese capital which has some political overtone, 
investors from Japan and Australia have broad interests which vary from real 
estate to finance, construction, industries, and stocks. Some Japanese 
manufacturers are investing heavily, in terms of funds and technology, in 
Hong Kong industries and constructions. Because the Japanese have the 
greatest economic potentials in the world today, the flourish and strengthen- 
ing of Japanese operations will become the main impetus in Hong Kong's 
economy in the next several years. 


On the other hand, the Australian investors, hampered by economic recessions 
at home in recent years, are diverting their investments to Southeast 

Asia, and while there has not been any significant improvements in the 
economies elsewhere in Southeast Asia, the economy in Hong Kong has been 
growing by leavs and bounds in the past 2 years, and therefore it has 
attracted much of the Australian capital. 


Australian investors favor real estate and financial investments. These 
two lines of investments tend to be more speculative, and if one is skill- 
ful, a lot of money can be made in a relatively short period of time, and 
therefore they are particularly suited for this type of floating capital. 
Among the Australian investments the most spectacvlar was the piece of real 
estate on Kwongtung Road in Tsimshatsui: within less than 6 months the 
purchase and sale of that piece of land netted them $400 million, more than 
a 50-percent return on their initial investment. No wonder many foreign 
investors are eagerly seeking opportunities, hoping to share in the spoils 
among strong contenders. 
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As for the Chinese investors, they can be considered the salvation of Hong 
Kong's troubled enterprises. In the past 2 years, Chinese organizations have 
struck up close relations with numerous Hong Kong enterprises: besides Hong 
Lic Electronics which is still losing money heavily, other troubled enter- 
prises which saw Chinese capital in action include the Ka Wah Bank, the 
Youlian Bank, the Wah Kwong Shipping, the China Cement, and others. In 
addition, although the Dong's Shipping Group was rescued by Fok Ying-Tung 
[7202 5391 2639], it is generally understood that the Chinese were behina 
that too. Therefore, whenever there is bad news about a major enterprise, 
the market can expect the Chinese to act promptly. 


At present, the Chinese are actively expanding their Hong Kong operations: 
on the one hand, they are taking the opportunity to learn more about the 
more advanced Western style of economics and management, and at the same 
time they are enhancing the stability and prosperity of Hong Kong. There- 
fore, the Chinese rescue missions can be viewed as both economically and 
politically motivated. 


As for the Southeast Asian investors, there are still no clear directions; 
most are considered "fishing in troubled waters", and many are interested in 
real estate investments: usually they buy up 20 to 30 large residential 
units and sit back to wait for the prices to go up, and because each 
transaction involves only several million dollars it does not generate much 
publicity. On the surface, Southeast Asian investments seem to have died 
down, but in fact they are still very much alive, and should not be overlooked. 


12986/9835 
CsO: 4006/149 
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HONG KONG 


HONG KONG'S FINANCIAL MARKET ANALYZED 
Hong Kong MING PAO in Chinese 1U Nov 86 p 26 


[Report on interview with D.A.C. Nendick, Hong Kong's Secretary for Monetary 
Affairs by MING PAO reporter: "Hong Kong Government Maintains Pegged Exchange 
Rate and Low Interest Rate: International Financial Institutions Intend to 
Raise Capital in Hong Kong"; date and place not given] 


[Text] Because of the stable and low rate of interest, and because the Hong 
Kong Government is determined to maintain the present pegged exchange rate, 
World Bank organizations such as the Asian Development Bank and other inter- 
national financial institutions may be interested in raising funds in Hong 
Kong's capital market. This reporter has conducted an interview with the 
Secretary For Monetary Affairs, D.A.C. Nendick, to learn more about the Hong 
Kong Government's stance and view on the World Bank's and other organizations’ 
activities in the Hong Kong capital market. The following are excerpts from 
that conversation: 


[Question] If the World Bank is interested in raising funds in Hong Kong's 
capital market, will the Hong Kong government welcome such action? What are 
the government's stance and views? 


[Answer] Earlier there was a series of discussions on this issue. We are not 
particularly enthusiastic about the World Bank's interest in raising funds in 
the local market for several reasons: 


1. The Hong Kong capital market is relatively wunseasoned, or we can say it 
lacks depth. In the past 2 years the Hong Kong market has seen rapid develop- 
ments, and large numbers of fixed-rate notes were issued, but most of these 
are being held by the banking system. If the interest rate were to rise, the 
value of these fixed rate notes would fall, and the banking system would have 
to sell them; this in turn would affect the market for fixed-rate notes. Be- 
cause of the large quantity of notes issued in the past 2 years, at present 

we need time to digest them. The Hong Kong Government is keeping a watchful 
eye on any problem that may occur in the capital market at this time. If the 
World Bank and other organizations were to enter the market now to raise funds, 
it would mean more notes would be issued at a time when the market really 
needs a digesting period: it could intensify our present problems. 
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2. Hong Kong is not a production area for capital goods; the main products 
here are of a consumption nature, like textile, toys, and electronics. How- 
ever, the main purpose of the World Bank, the Asian Development Bank, and 
the European Investment Bank, and other organizations is to extend financial 
assistance to the developing countries in their investments in major capital 
projects. Therefore, assuming that the World Bank is going to raise funds in 
the Hong Kong market, most of such funds will not be spent here, but most 
likely, they will end up in Europe or the United States, being spent by the 
developing countries on the purchase of capital goods. This results in a 
drain of Hong Kong capital. 


Besides, it the World Bank were to enter the Hong Kong market to raise funds, 
it would cause quite a commotion, and other organizations, such as the Asian 
Deve lopment Bank and the European Investment Bank, would follow in its foot- 
stes: this would only exacerbate the drain of capital described earlier. 

In other words, if the Hong Kong market opens its door to the World Bank, many 
othe: organizations will crowd in. 


3. We want to be cautious and prevent the Hong Kong dollar from becoming 
internationalized too soon. The world financial market is transient; the 
flow of capital causes interest rates and exchange rates to be highly volatile. 
Earlier, when Cathay Pacific's stocks went on the market, the influx of funds 
in the bidding for those stocks equalled 120 percent of our Ml [money supply], 
and caused unnecessary disturbance in the short-term interest and exchange 
rates. The Hong Kong investors and manufacturers need relatively stable 
interest and exchange rates in order to accurately calculate their costs and 
receipts. If the Hong Kong dollar were to become an international currency 
and become one of the foreign reserve currencies, then the exchange rate and 
interest rate would float with world capital movements. This would have an 
adverse effect on Hong Kong which needs a steady exchange rate and a stable 
interest rate. 


[Question] If the World Bank gets into the Hong Kong capital market to raise 
funds, it will be an indication of the Bank's confidence in the Hong Kong 
dollar, will this serve to enhance Hong Kong's position as a world financial 
center? 


[Answer] There may not be a direct relationship between Hong Kong's position 
as a world financial center and the World Bank's participation in the Hong 
Kong capital market. Take Great Britain as an example, the World Bank did not 
begin its capital-raising activities in pound sterling in the London market 
until in the late 1970's, and prior to that most funds raised in the London 
market were in Eurodollars or other foreign currencies; but London had always 
been an international financial center, its position and its development were 
not affected by those factors. I think the characteristic of an international 
financial center lies in its -tandling of the ratio of foreign currencies to 
domestic currency: at present the Hong Kong ratio is 50:50 while in London 
the ratio is 60:40. If the World Bank is interested in raising American 
dollars or other foreign currencies here, we will welcome such move. 
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I believe that the reason the World Bank is interested in raising capital in 
Hong Kong dollars is mainly based on the fact that the interest rate on 
holdings in Hong Kong dollars is lower than om those in American dollars, and 
also because we are determined to maintain our system of a pegged rate of ex- 
change. In the past 2 years, the interest rate on the Hong Kong dollar has 
persistently been below the rate on the American dollar, and has remained rel- 
atively stable. However, if the World Bank and other organizations raise 
funds in Hong Kong dollars and engage in interest arbitrage, then the gap be- 
tween the interest rates on the Hong Kong dollar and on the American dollar 
will close, and the interest rate on the Hong Kong dollar will fiuctuate 
along with the American dollar. 


The Bank Association's Setting of the Interest Rate Has a Stabilizing Effect: 
It Prevents the Rate of Deposits in the Smaller Banks From Plummeting Over- 


night 


[Question] With the exchange rate of the Hong Kong dollar pegged to the 
American dollar, if the market functions perfectly, the interest rate on 

Hong Kong dollar holdings should be at par with American dollar holdings; 

they should rise and fall together. But for the most part in the last 2 years 
the interest rate on the Hong Kong dollar has stayed at more than a pe: centage 
point below the American rate. Was this due to certain Hong Kong Government 
policy to prevent the perfect and efficient counter balance of interest-rate 
differentials between the Hong Kong dollar and American dollar? 


[Answer] We are not seeking perfect market functions. We can tolerate some 
imperfect measures or phonemena if they have positive effects on Hong Kong 
as a whole. For example, the rate of interest on holdings in Hong Kong 
dollars has remained below that in American dollars and has been relatively 
stable; this is an indication of the failure of a market mechanism, interest 
rate counter balance, to function perfectly. But a stable and low rate of 
interest will benefit Hong Kong manufacturers, and therefore we can tolerate 
this imperfection. The Hong Kong Association of Banks’ interest rate agree- 
ment is another example. I do not hesitate to admit that the existence of 
such an agreement impairs free market operation and its perfection, but such 
an agreement prevents the smaller banks from seeing their deposits plummet 
overnight, and it helps to stabilize the rate of interest on holdings in Hong 
Kong dollars: it benefits the Hong Kong financial system as a whole. 


If the World Bank Raises Funds in Hong Kong Dollars, It Would Accelerate the 
Internationalization of the Currency: This Would Cause an Outflow of Capital 
to the Developing Countries 


[Question] You have just mentioned that if the World Bank and other organiza- 
tions should raise funds in Hong Kong dollars, it would accelerate the inter- 
nationalization of the dollar: Recently, Chinese-owned organizations have 
also issued large quantities of notes in Hong Kong dollars as means to raise 
funds, and since both the Chinese International Trust and Investment Corp and 
the Bank of China are internationally known institutions, many international 
investors are interested in investing in these Hong Kong dollar notes, and in 
the future more Chinese organizatios will issue this type of note and sub- 
stantially increase their international circulation: would this also hasten 
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the internationalization of the Hong Kong dollar? Furthermore, if there 
should be any rumor or sign of changes in the Chinese political arena or in 
their economic reform policies, how would that affect those investors, and 
would that generate pressure on the Hong Kong dollar? 





[Answer] I pointed out that if the World Bank were to raise funds in Hong 
Kong dollars it would accelerate the internationalization of the dollar mainly 
because the capital raised by the World Bank would not be spent locally for 
the purchase of goods here, but instead would be lent out to the developing 
countries for purchase of capital goods in Europe and America. However, the 
Chinese-owned institutions are different: based on the total value of import- 
export trades, China is Hong Kong's largest trading partner; it has very 
close relations with us. As for the second part of the question, at present, 
those investors who hold notes issued by Chinese-owned institutions are mostly 
long-term investors rather than investment groups engaging in frequent trading 
and seeking short-term profits. Therefore the problem with selling pressure 
should be minimal. Besides, the Chinese are raising capital from diversified 
sources which include the American dollar, the mark, the Japanese yen; the 
Hong Kong dollar is but ome of the currencies. 


[Question] In the future, if more Chinese-owned institutions were to come to 
Hong Kong to raise capital, the Hong Kong banking system as a whole would be 
extending more loans to the Chinese enterprises. Is the Hong Kong Govemment 
concerned with this kind of "country risk" taken by the banking system? 


[Answer] As far as the microsupervisory function is concerned, the commis- 
sioner of banking will always look out for any bank which ray be lending too 
much money to a single account. Objectively, the commissioner of banking will 
also look out for the situation where the banking system as a whole is lending 
a disproportionate amount of money to a certain line of trade or to a certain 
country. Therefore we are paying close attention to the Hong Kong banking 
system's loans to China. However, if Chinese-owned enterprises are borrowing 
too much and too frequently in the Hong Kong capital market, it is up to the 
banking system itself to reflect such a situation to the Chinese enterprises 
rather than let the government slam the door on the capital-raising activities. 
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R.E. HOLLOWAY EXPECTS TRADE WITH UK TO GROW 
Hong Kong TA KUNG PAO in Chinese 19 Oct 86 p 2 


{Interview with R.E. Holloway, Senior British Trade Commissioner: 
correspondent, date unspecified: "Total Trade Volume Betweer. UK and Hong Korg 
May Increase 12 Percent; UK Businessmen Still Believe Hong Kong Is an Ideal 
Place for Investment") 


[Text] In an interview conducted several days ago, R.E. Holloway, Senior 
British Trade Commissioner, indicated that he expects trade between the UK and 
Hong Kong to grow at a rate of 12 percent this year, the level Financial 
Secretary Piers Jacobs had predicted earlier. 


Trade between Hong Kong and the UK during the first half of this year totalled 
HK $9.43-plus billion, an increase of 13 percent over the same period last 
year. Holloway noted that the appreciation of the yen was the most important 
factor contributing to the growth in trade between the UK and 
Oe ee te te ites ce ee cee ce 
goods and thus increases the competit eee der te on 
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for the yen will remain high for frag correo to come and that this 
affairs will be very conducive to the growth of trade between Hong Kong and 
the UK. 


it 
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He also noted that there will be no abstacle to Hong Kong exports to the UK in 
the next half year. Even though the UK goverment recently implemented new 
consumer-product safety standards so as to prevent importation of hazardous 
goods, these standards are directed only against a few hazardous products and 
will be applied to imports from all countries and thus actually will have 
little impact on H:ng Kong eqports. He added, "Retail sales are increasing on 
UK markets, which trend indicates that the purchasing power of the people of 
the UK is quite strong and which is very advantageous to the growth in sales 
of Hong Kong gocds to the UK." 


~~ 


Holloway said that he believes that Hong Kong's three major industria 
products, textiles, electronics and plastics, will remain the port's 
exports to the UK and that this situation likely will contirwe for a long time 
to come. 











He stated that new types of machinery (including industrial, transport and 
electric power generating equipment) will remain the UK's principal exports to 
Hong Kong, and he estimated that Hong Kong's import of chemical products and 
pharmaceuticals will increase greatly to keep pace with the rapid development 
of the port's medical care. He also believes UK businessmen can supply 
equipment to Hong Kong construction firms and assist and participate in 
construction planning in the port, and he expects trade relations in this area 
to grow rapidly as well. 


Holloway stressed that Hong Kong is an ideal place for investment, and he 
believes that China's open-door policy will stimulate greater UK investment in 
the port. UK businessmen realize, he said, that Hong Kong is an ideal place 
for investment and frequently send trade investigation teams to Hong Kong so 


as to stimulate investment in the port and to strengthen trade relations 
between it and the UK. 
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